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Profitable businesses are needed on Indian 
reservations to help Indians overcome cultur^al and ecQnomic iaalrriers^^ 

. tecome self-sufficient> and achieve a standard of irviag comparaDle 
to that enjoyed by non-Indians in neighboringVcommunities; tiie 25 
loan^^ grant, and technical a«ssistance programs adMinistered' by 8 , 
federal agencies^ however, haye not successfully promoted sucn 
necessary ^conrpmic development. Congress; should *corKspli date the 
progira ms:;-antb k single Agency which would, tben te b^tref able to- 
identifif tho5« reservations with the bjai^t potential for business 
development and to promote it aggressively those JLocati^qns wiiile 
providing Mnancia}., technicalb, and managertlai assistance , when 
needed. For\pther reservations, the ageij^cy /should determine wlietixer 
long-term fefleral f inancial^ssistance is Reeded or alternative 
strategies snould be develapedv The Bureau of Indian Affairs should 
also corrupt its a'dministratt^n-^of the Indian^ Financing Act of 1974, 
in part by ree valuation of its loan policy an^ by obtaining aad 
ev^iluatin<<| reguired documeni^atitn prior to awarding loans or gra|t3. 
Finally^ Congress should determine whetlier th.^ approximately 30U, 000 

.Indians excluded frS©4 obtaining guarajiteed loaS^ via the Indian 
Financing Act should be eligible for its Benefits and/if so*,* Cpngre>ss 
should amend the Act* accotdingly. (SB) ^''^ 
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More Federal Efforts Needed 

To Iniprdve Indians^Stajidard Of 

Liviilg Through Busiiiess 
Development 

w . ■ . 4 

Federal economic development' programs to 
help Indians '.achieve a higher standard of . 
• living are not working , well. ThQ Congress 1 
should, consolidate the pro^l-ams . under a * ' ^ 

single agency which shduld . 

. ' ^. >^ • *^ / 

-Identify reservations best suited for. \ 
profitable businesses^) ^ ^ \ 

-carry out a comprehensive business de-, ^ 
velopment program/ arid . ^ 

, • ■\ r- . \ , ■ ,^ . • 

••-decide for other reservations whether « ' 
Nong-term financial assistance should be ^ ^ ' 

provided or alternative strategies <Jevel- 
oped. * ^ 

» ■ ■ . ' ' . 

Sis v?^"^''^® ^'^ -determine whether^ , 

300,0(X) JridiapsY-€j<«luded from 'obtaining " - 
guarantetsTIbans Under the Indian Financing '■ ' I 

Act should be eligiWe for its benefits. If so / n . • " ' 

the act should be amfended to^nclude them. /• . ^ * 
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. -The flonprgble Robert e. By rd, Chairman 
. .«ubconutiittee on the Departmjent''of . 
-Interrpr and Related .Agenci^ 
Ccunmitt^e. on Appropriations ■ 
• Dnited States Senate' . ' 

■ . y . - • . . ■ \ ■ 

De^r Mr. -ChairmaiT^i^ / 

e^ses This report points aut Ithat , to help Indians achiev^ 
td^n??fi ^""^^l^^ liVing,. Federal agencLs^need'to a) 
Identify through feasibility studied reservations most likel^ 
to support profitable busi^nesses aW carry opr a 'comp^ehe^!' 

riJIrJaM'Snf wH:jH'°Pf'"'^'^°^'^^ (2) "^decide , ?orTther ' 

repser^^bions whether long- tern,, financial assistance shbuld 

sLf^^ni'pf •^^^-iopn'ent or whether! arterna^ive ' 

'^^H of^J developed to improve the liv^n^g stand 

lolidatfpi^Pr;!- t"h"^"° recommend, 'that%he Congress con" ' 

oiJnf^^'^l^ request from' your Office, we have 

?or Ji i^ 3^ "^"^^ ^^^"^y- c°n««ents. However " wl 'have in!- 
formally. d.i^ffcussed our findings with. agenc^.y off ic!als 

nl;,n ""^"^^s you public! y annqunce its contents earlier we ' 

? e's^t^'^^f^i^e'^j^^jjr it^j;:t^^^°^^""^^^ ^"^^^ • 



Sincerely'^ yours ^ 
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Comptroller. General 
of the United. State's 



COMPTROLLDfr/GENERAL ' S REPORT 
•TO THE SUBOaMMITTEE OW THE ', 
DEPARTMENT OR INTERIOR AND' 
REtATBD AGENCIES, SENATE ' 
COMMITTEE ON APPROPRIATIONS 

D I G ES T 



MORfi FEDERAL EFFORTS NEEDED 
TOjiMPROVE INDIANS' STANDARD -OF 
LIVING THtoGH BUSINESS ' 
DEVELOfMENT ^ 
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Profitable businesses ^re needed on reserva-. 
tioft^ to help Indians overcome cultural and 
economic farriers, .become self-sufficient, and 
fn-'!!!^^^^"'^^''^ °^ comE^arable to that 

enjgy^d^y non-Indians in neighboring commWiti^es. 
pp. 4 and 5 . ) 

' ■ ■ J' 

Eight Federal: agencies administering 25 grant, 
Aoan, and technical assistance programs have 
pp' 4r.?olSy '" ^^^P^"^ them.; (se^ 

Indian reservations generally are not well - 
suited for the development of profitable tousi- \ 
nesses. Some of them hav^little, if any, 'v 
potential fof success without long-term Federal 
financtial anh technical assistanq^. The Economic 
DeveJopin4nt_ Administration and t!S Bureau o?"^"'*^' 

t 5^'" "•^■^^ comprehensive economic ' 

feasibility studies to deter/nine which ones 

—need only initial Federal financial assistan 

assistance, 



ce, 



'--need long-term Federal financial 
and - • - 

--require alternative strategies to improve 
Indian living standards. (See p. '4.) 

ni^To^n^^J years .1975 through 197?/ the "Eco- 
nomic Development Administration and the* ' 
?25!^^n'!'?''°"?^ i°f"^ grants, provided 
Tnnf. ^'-^ help establish businesses on 

Indian reservations. EDA^financed 45 in- 
dustrial parks to help attract businesses to 

If l^.l^^^'^r^t^^^' As =of November 1977, 38 
of th^se parks ha,3 two or less businesses ^ 

iro? in thetn compared withvMay i9l3 when 

lurtiJ ^^""^^ ^fu &tssir[esses. 
Further, during the p4riod May 1973 to 

Novem^ber 1977,^lndian eniplo^ent decreased by " 
1.041 from 2,246. to 1,^205. ^ See p. 4.) ' 



«' Upon ramoval. th« rtport 

cover date ttwuld b» noted h«rMn. 
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pther Federal agencies provided financing ^- ^ 
totaling, $77 . mill ion for 18 major economic^ ; 
development projects that j\?ere isxpert^nclNpsu 
financial trouble in November, 1977/ Federal 
andr tribal 'ihvestm^ents ;^a6 w^ll p.s Indian e.m-^'^ 
pioyment opportunitfes were in danger of ' 
being 'lost; (See p. 4.) • ^ - 

The Economic Development Administration and 
the Bureau should { 1 ) aggressively promote 
business development on reservations where po- 
tential for success^ exists, (2) provide fi- 
nancial assistance to promisrng businesses, 
and '(3) provide technical and managerial as- 
sist^hce to businesses to help them become 
.self-sustalnih^ . Unless this is done, it will 
be difficult for reservation In;Jlans to have 
the economic dppoptunity available to the \ 
re^t of the Nation's citizens . .i{ See p* 5.) 

GAO recomme^nds that the Secretaries^ of Commerce 
and the Interior? dlirect the Administrator, 
Economic Deyelojiiment Administration, and the 
Assistant^Secretai^y for IYic(ian Affairs to^ co- 
operatively: ^ . 

--Conduct an economic feasibility study that 
identifies reservations most likely to sup-; 
port self-sustaining economic development 
and carry out a comprehensive business de- ' 
velopment progiram including* (1 ) pursuing 
businesses to locate on reservations, (2)^^ 
providing them initial financial assistance, 
and (3) assisting them in becoming self- 
sustaining, profitable enterprises. 

— Decide whether long-term Federal support 
• should be. provided to develop other reserva- 
tions jsor whether alternative strategies are 
needed to ! improve the living standard of 
Indians living on Reservations that lack - 
potential for successful business de^velop- 
ment. If so , new* strategies should be de- 
veloped and propos.ed to the Congress for 
implementing authority and funding. vT 
(See p, 23. ) . « ^ ; 
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V The. Indian Financing/Act of 1974 was. enacted , 
^^^.py- the Congress to stimulate .economic de- 
f veaopment..on Indian reserva'tipns by in- 
\ creasing the availability of funds to individ- 
ual Indians and tribes for starting and ex- 
panding business enterprises.. The 'Bureau, 
which administers the act, approved through 
September 30, 1977, apJ)roxim^tely 1,900 

^ )?frr,^"^?""i%c°^^^^"^ about. $106 millian-. 
(See ,pp 24 and 25.) However, deficiencies 
in the Bureau's administration caused the loan 
^nd grant programs to suffer from 

• — delinquencies, , . 

— inadequate accounting systems, ' ^ • 
T-poor -analysis «>i loan aid\rant applications, 
—missing 'documents in .loan .and grant files, 

— inadequa'te loan- servicincj by lenders^ 
—short repayment terWs, and. . - ' ' 

/--linjited provision of. technical- assistance to 
bvlfeinesses. ■ . • ' 

Ftf^ther th^ Bureau" Sid oot ente\ into anv^ • 
loan insurance agreements with leftders aiid is ' 
unsure why lenders are reluctant to partici- 
pate in this loan program ..( See p: 27-.) ^ 

GAO recommends that/ the Secretary or the In- 
terior direct the Assistant Secretary for 
•Indian Affairs to - „ - 

—establish specific -procedures and guidelines 

^?ih^f^i^?! U^"*^ r.evolving fund l.'oans to"^" 
tribal- relending organizations that have 
experience continuous problems; 

— take Vthe necessary action ' to correct defi- 
'ciencles in the revolving loan fund's'- 
automated account|.n"g system; 

—make sure that the required documentation 
^ IS obtained, accurate, apd . eval uated by the 

»nrnri^5°'^"J^''^"^ °' guaranteeing iLnS 
ana grants; 
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--estahrl^ish -a .policy restricting ' participation 
V in the''guar^riteedvloan'pr.ograin €o (jrrly pri- 
^ yate .lenders , that 'demonstrate adeqiiatB loan- 
, seEvicing capability; ' * ' ' 

I ---make sure tha.t necessary technical ^ajid. man- ' 
'agement: assistarifce is prpmptly identified , ' 
\ - ^^nd, 'provided; and' \ Vi"' - ■ . ^ * 

--co'ncentrate on' identifyjlhg and. corrtectirig 
. ' (3e'f iciiencies 'in the grant computer 'system, -* 
including requiring th)^t each/agency pbtain, - 
• : the necessapy information repbifts from its ^ 
; grantees% - •/ ./ , ' 

T.he Assistant Secretary ^i^o.uld rej/iew ^the' 
Bu!feau.\s. policyrof .aldbwing -lenaers to require, 
« 'short r,epaymen,t te?ms on ^uarantee>3 loa'Hs.- r He 
\? should ' change the. policy if .itis>is -.ficft consist- 
ent with^ normal 'loan practice^?'' and -p-laces ap, ^ 
- an unre^^onable/ti^fancial butderi' p^n' the Loah ■ 
a']5piiVant'. Tre^ sf>ouid also c^eterra^ne why there 
have l^een ilo in&4redJlo^n agr:&^mWrs;% th - 
fect,:this has o^'hinder^i^g i&fe^ of 
Indi&n bUsine^ses^ 'gmf whajt ■ is needed 

to make the' l&n"t>r6gr^m^ viafcl6.^ ,{See p. 115. V 

The Department* of , the Interior's 0§fic6 of'. I 
Audit and' iWestigation estimates <h^ 300,0;G0 '' 
Indians ari not eligible for guarahte^- loans 
under 'the/lnrdian .Fi^iaqcing Act^'because; section ^ 
201 of the' act .prohibits participation of 
'Indi"ans/who*- a^e members qf or eligible -far^ / 
membership ir\ ah. Indian organization that. makes 
loans /ro its m'e^mbers. ^Since the Y^t^onale f^r • 
thisiyrestr iction is unclear , GAO recpmlhends . 
that/the Congres^s 'dptermihe whether or nob. 
thi^ restrictive provision sholild dbrftin^e \and „ 
if /not, amend the act^tq allow s.ucn partici- 
pation. (See pp. 44 and. 45.) « * * 

federal programs,* or activities for busine,ss 
development* on Indian reservations are sfcat^ / 
tered throughout Federal depaiftmertts and 
aj^gencies . .' . . ^ * . 

GAO believes that a single agency ^ should be 
responsible for ^managing' Federal programs 
for .Indian business development. The American. 
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Indian Policy R^iew Commission" \igreed .. 
(See p. 57.) V ' ' ' 



GAO recommends that the Congress consolida,te 
Federal Indian 'economixr development programs 
and place them in a single' agency . This agency 
be.in a much better position to implement 
t,AO s Other recommendations, '(ffee p. 58.) ' 

FORMA L REVIEW AN D C OMMENTS NOT OBTAIN ED 

At the request of the Chairman, Subcommittee 
on the; Department of inter-ior- and Related 

Sehate Committee on ^Appropriations/ 
GAO did not submit this report to' the agencies 
tor tormal review and comments. However, ' - 
responsibl.g^^agency officials were given copfes' 
of the report and their informal comments 
have been cojisidered. ; , V 

• ■ * ■ 

Bureau officials agreed with GAO' s recommenda- 
tions byt said that implementing them would ' 
require increased funding and staffing. Eco- ■ 
nomic Development Administr'i>ion of f ici^lKsaid 
^hat bepause of problems -theV have hiTd coordi- 



^?^«r%A®",®''°"°'"^'' developmenttprograms. with 
m^er F^eral agencies, implemen^nq. some "of 
i i^^ recommendations .would not be effective 
uni|Tss a;i Indian -economise development programs 
were placet! in a single ajency, as (iAO- recom- ' 
mends.^ C^ee pi 23.)-.- T recom 
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CHAPTER 1 



■ ■ - i' ■ ' ' ' ^ ^ . . . . iNTRQDucxioN . ; ■ . 

■.• • • ' ' ' ■ ■ J'v'' •' , * 

.. t)n August -9, 1977, the Chai^an', Subconiiiiitt:ee -oh 
, the Departnient. of Interior- and Re iV^ed Agencies, Senate 
Committee on Appropriations, requested that we make a compre- 
hensive review o& the Bureau of" Indian Affairs programs 
,and processed' and repprt the re.sult.;s to- him hjy February 15, 
.1978. This is one df a series of reports inT\esponse to 
.« th&t request. This report presents the resultje of our evalua- 
• tion of Federal efforts to develop businesses *on Indian 
^servations .7 - • , 

• ■ ■ ■. ' • ■ . • ■ 

FEDERAL INPIAn BUSINESS DEVEftiQgMENT . ' 



' EFfORTS ^ . ^ 



Poor economic conditions, an^ their adverse effect on j 
the quality to ^life, are facing about^ 550, 000 Indians liviig 
on or- near the|/more than 200 reservat^ibns /under Federal jur is-' 
diction^ The reservations' economic environments are typified 
by hi^fej- unemployment arid low famiiy income levels^ On -some- ' " 
reservations, more ^^hairf?" 80 percent^are unemployed. Nb' matter / 
wher? Indian^, live, the pattern is essentially thk sarte— 
incomes are lower than that of the 'populatiop at larg)§, and 
mbrevlndians earn below the poverty Itevei. 




A^.oposed Senate Concurrent Resolution pass ed /b v the 
senate in 3j974, ,byt not passe<| by the House, stated: N ->^- . 

"it ih the sense^ of the obii^ress^that *- ♦ * ' 
• a major goal of nationa^yindian policy shall be ' ' 
improving the quality ^ifd quantity of social and 
. .econbipic development "iE Indians while mjiximizingr 

the opportunities focMIridianncbntrol and-^elf- ' 
determination V * * 4pc3 'that Congress will commit - 
itselfv ^^b the development of programs and services 
' . neGessafy for ^bringing Indians tO; social and » 
' - econpmiaQ: parity wi^ other citizens * * * 

Historically, Indians have -been unaJjle to otjtain 
financing fran, conventiQ«al sourfies^ both governiSentai 
and private, to supportr economic an^ industrial "dtevelbi 



Jvelbpment 

. > > • r---- — r- --iablished 

credit ratings as^werij as a myriad of sbciblpgical , *legal , ' 
•and other factors have contributed to this situation." 

To cortbat these pr^oblemg,^a national policy, ftas estab- 
lisJied in April 1974 -by the Indian Finaticing Act which is: 



"^L* *.tP help develop and utilize- Indiaji 
resources,, bpth^pnysical' and 'iiuman/ to a ;poinV 



where th3-^'lndiaris;'wil^ 
bll ity tor the utilisation- and >an of ' ^ 

, • their own resdurceis and where they w 

standatd *'of living f rom. thei)r xJwn productiv^^ V ' 
efforts comparabde tp/tnat jeitio^ ' 
^ in neighboring" communities. ^^'^ ■ ' 

V 'Indian k/uyiheas dievelopm.ent programs on Indi * 

Ovations are one bf the mrajor FeSeraJ: activities 

^ toward this national policy ./ Indi'^na ba^^^^^ 
•and technical; assist-anpe'^or business or ecbnomia def^lop?^ 
merit, firom a number of ^Federal de^>artmen^ts: and ^^a The 
primary prcgramsr' are locatfed in the- Efeparrtment' of Jthe . 
interior 's Burea'u of . Indian Affairs (BIA'I arid the Department 
of Commerce's E9oriOipic Development Admihisttatiort (Ei^^ 
Office of Minority Business Entenprise/^^^ i^^^ oijganizations.- 
invQlyedto )dL leaser <3egree inclufle the^ * 

^^Adminis^^tioR;: the* Department of ^oxicuiture thjfbu^h vFaJ:mers^ 
Home Adnv^nistration and Rural 'Deyel-S^iw^ the 
Community Beruicie'S- Administration and^^ Administratiori for 
Native Americans of ihe DepartmeAt of /Health, Education, and 
Welfares • ••. ' . \ ■[] ' 

/^Jln^l^^^ ^^e -directed sjDlelyA to Indian 

prqbaems, "those ;6^^ o^^ encompass a n?uch larger 

target population.. -Foi^^ftcample,,.^^ Farjners >Hbme^^^ 
tibn prograiins :are^«iri rural areas of the c<jpntry; 

the Small Busidies^ Admfnistrat^ intended 
help all sinair^^ b^^ including minor ity owned and' 

operated businesses ^ a EDA programs tp help 

'economically di'stressed area's, for which special funds are . 
set aside f^ :'assistance is ■ ' . 

no t alVayS; viefvi^ed separately from that projided o±her el igi- - 
ble •grpup^^^^^^^^ individuals; consequently) Iwtal reservation 
funding canript be detgtmined -readily f^ronr agencies other than 
aiA and EbA; ; * . / 

SC OPE OF REVIEW ■ / ' ■ '"^ ■'' ' * , L 

Lin acbordance with aigreements reached with the Subcom- 
mittee/ -we updated our June 27, 1975 , "report entitled "Improv- 
ing Fjeder ally Assisted Business Development on Indian Reset- 
vatiohs^' (CED-:^5737I) *(see app. I) an^ assessed BIA^Sr . 
impieihentatioiii ^of the Tndia;?f^in^ Act--a program to 

stimulate edonomic developm€(lft on Indian reservations by 
increa'sing the availability of fuirts to individual Indians 
and tribes for starting /and expanai^ enterpi^i^es. 
Our review included-' an ^am.in^it ion 'of Federal^ at % 
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\^arious regional ^nd heaaqu^r.^era offices, discu«sioi^' 
with Pefderaljarid Indi^e^ tribal officials, and visits to 
aelecfred Jjiifir^es? ver^tures on Indian reservations. 




. ♦ 



C ■ CHAFT^R 2 



jMORE CAN BE I^ONE TO HELP ESTA BLISH . PROpf^BLE > 



\ 



flUKCi CAN BE UUNCi TU 

-BUSINESSES ON RESERVATIONS 



Studies Show that Indiarf^r^servat ions generally are -not 
conyuciye t.6 the develbpment of profitable businesses • 
soine\ reservations £h6re is little any potential ' , uc-- 
cess'ful business development wi^hou long-term Fedetc.. ti*4Gi<4 
c^al an'd technical ass^stcince. The t^eason3 why /ousiness^s 
^succeed or faj.1 on reservations are numerous ana^interr^^ajted 
and involve the nature of the enterprises as wbll a)5 the \ 
inherent fc^aracteristifcs of the reservations. Although these 
reasons are generally known, EDi^ and BIA had hbt, recently 
made comprehensive economic' feasibility studies to determine 
which of the 200 Indiah reservations have the potent^ial 
for self-suf f iciency' througn\the .establishment qf self- 
su3taihing businesses. 

Federal agencies must know which reservations have such 
potential if they are ta determine { \^ 



. --which reservations need only iAitial Federal ^ 
financial 'assistance, 

—which rieservat ions;^ ne^ed' long-term Federal financial 
assistance, and f 

— whijrh. reservations require alternative strategies 
^o improve Indian living standards. 

- . During fiscal years 1975-77, EDA and BliPthrough loans 
and grants provided *$294 million to help establish businesses 
on Indian reservations. EDA financed 45 industrial parks to^ 
help attract businessetfi to Indian reservations. As of ' ' \ 
November 1977, JS of tiiese parks had two or less businesses 
opieratihg on them coim|ired to May 1973, when 19 of 26 parks 
had two or less bus^rmssses. Further, during the period Hay 
1973 to November 1977 Indian employment decreased by 1,041 
from^2>246 to 1,205. 

Various Federal agencies provided f injancing-tot^ling 
$77.5 million for 18 major economic development projects 
on or near Indian reservations. All 18 were experiencing 
financial trouble in November 1977 and consequently 
Federal and tribal ^ investments as well as Indian employment 
opportunities were in danger of b^ng lost. ^ 
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. ' While many factors hinder business 5evelopment''ef forts ^> 
on- Indian reservations,, the p^ential for greater suooess 
exists and could Be realized if EBA and BIA were to (J,), • • 
aggressively >j:jomote economic deVelbpment on reservations 
where poterftial for success exjLsfes, ^2) provide fina-ncial * 
assistance to promising businesses, and (.3) provide technical 
/and managerial assistance. tq businesses to h^lp them become 
feif-susta^ning^unlaes this >ls done, it irf unlikely that 
,bus^ineeses wil>«r^atjr and operate ■profitably, on reservations 
having the po^ntial for economic development an(^ it will 
^^^^^ir^*^"^* -"^ a.'\ieve t ne. goa^ of-^af ford inq^ re'^vat ion 
.. Indiap?^ th€ economic opportunity available to the. r^t of 
the Nation's citizens. « • 

• ' In our June '1975 r\iport, "Improving Federally Asslst'ed - 
Business. Development on Indian Reservations, { RED-75-371 ) we 
recommended that EDA and BIA aggressively pursue businesses 
to locate on Indian reservations and assist businesses to 
become self-sustaining. Both agencies agreed to do this, 
but vne found that neither agency has made changes in its 
procedure;? to do so. 

> LITTLE POTENTIAL F OR S UCCESSF UL 

^ BUSINESS DEV ELOPMIENT " — / » 

*There are many social and economic factors impeding 
bus-iness development on Indian reservations. The following 
^ diagram shows the potential for'succe^ul bAisiness develop- 
ment on Indian reser.vatiohsv which was developed after ' N' 
' reviewing many studies. We define a successful 'business a« 

. one that is profitable and, therefore, self-sustaining. We • 
.- are not trying to show exact proportions of economic' develop- 
ment potential, but only that they exist and^should be 
considered :in planning for s6lf-^f f iciency; 

It is possible for businesses to move from trie middll' 
categoric to the top, depending on the kind -ofi Ijlisiness 
and !the quality, amount', and timing of Fed er^Sassi stance 
However, some businesses may take some time to shift to 
self-sufficiency, and some may never do it. It should Be ^ 
recognized that some/reservations^have' little or no poten- 
; -tial for attaining J^elf-sutficiency jthrough business develop-^ 

'■ .■ ■ ... • • ■ ."\' ■ ■ , , ... ■ 

• \u According to EDA of ficials, without the full support of 
^ the Indian people themselves, no outside eironoxiiic development 
effort can be successful. Tribes mUst recognize that bus iX 
nesses are highly technical and competitive operations 
and require a great deal of "expertise to become successful. 
Some tribes do recognize this. However, many do not, feeling 
that once a business is established on the reservation^ it 
becomes the, tool of the- tribal .council . 
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CONC^TUAL PRESENTATION OF BUSINESS DEVELOPMENT 
" > POTENTIAL PpOflLBFOR INDIAN RESERVATIONS 




POTENTIAL FOR SUCCESSFUL 
. BUSINESS DEVELOPMENT WITH- 
OUT FEDERAL ASS ISTANP* 

- ' r 

> POTENTIAL FOR SUCCESSFUL ' 
BUSINESS DEVEL0PA1ENT WITH 
. SOME FEDERAL ASSISTANCE 
INITIALLY 



NO POTENTIA't FOR SELF^. 
SUSTAINING businesses"^ 
WITHOUT LONG-TERM - 
FfDERAL SUPPORT 



Studies on reservation ^ ^ ' * 

, eco n omic develo|pmen t ^ ' . ^ 

0 ■ ' ^ ■ 

Previous GAG reports* to the Congress have discussed 
factors hindering reservation Economic develo^>m^nt. Our 
June 27f 1975/ report 1/ included guch( factors as 

—competition between reaeryations *and other communities; 

" — differences between Indi^^ls' concept of time^ pro- 
duction standards, *and ^absenteeism with thtose of 
industry; p. 

— differences in educational attainment between Indians 
an#-^non-Indi^ns ; 

—shortages in quantity and quality of job skills; 

_^ — . — . ■ . 



l/*? Improving Federal J.y Assisted Business Development on 
Indian Reservations.," (CED-75-371 ) . 



— deficiencies in exploitable natural resour 
some reservations; * ..4 




^rdi/ff iculties in ihdiarrs' obtaining credit because 
of r'"'"' ^ - ' - - - — — - . t 

Bnd 

—physical iscK^ation ihd po6r Jiranspor tation facilities. 

^' Axiother 6ao rWor^' ' staip that Businesses have not, 

invested on the^ WhiN:e Mountain Apache Indian^Beservation in ' 
Arizona because - , • i * ' ' 

/ 1 --the land is unsuitabie*'^for farming or ranchinq*; 

v> '7 '■' -4- . • . ^' • ■ 

— Uie rTeser.vation is 200 miles from, the aear est popu- 
lation centers, and transportation is l^imi ted ; • 

~t^e Jreserva^n. wdrk force is unskilled and considered 
' .unstable by some; 



j.v,ux uxco J.I1 xiiuj.eins- oDcaining credit because 
not' being accustomed to) ordinary business practices 
J-a lack of manafapment ot tectinical training; and 



■ V . 



^ -lack of • tr^ibal goals and priorities makes it difficult 
to resolve economic conflicts. ' 

(VPn/oM^'^iv.^^r Presidents Organization 

(YPO) 2/ to the Secrfetary of the Intferior on the Indian Finan- 
cing Act concluded ^at: ^ . -^""^an rinan 

•'The desire to establish economic activities on ■ the 
V reservations must face the reality that a,lmost- all ' ' 
reservations, are lacking in most of the e'ssentials 
^tor successful large-scale economic enterprises." \ 

YPO considered the inost critical "essentials'; tB be natural 
resources, skilled work forc^, access to .capital, and 
strong management skilJ-sV . - 



_ The Ford Foundation studied 12 EDA-financed touri^ 
facilities on Indian reservaiions in April and May 6f 2977 
It rep^tedv that all are losing money, are underfinanced and 
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L r Overall Planning Needed to Improve the Standard 

V ^ rir^tt'^'-'^ White Mountain Ap^hes of Arizona," 
^ v(FGMSD-7.5-47) , Aug. ,12,4975. \ '• 

2/YPO was founded in 1950 as an international educatiohal 
association of persons who became presidents of their- 
own companies before age 40. There are 3,300 members 
in over 45 countries. 

, ■ >. . ■ • ■ ■ _ ■ • 
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incompleter and lack adeauate tourist activities; Sbme need 
refinancing and lack adequate employee housing nearby; and 
nohe have agreed-upon plans to become profitable. (See ^ 
P- 20. r . ^ . 1 

l^CDN QMld FEASIBILITY STUP'lES OF INDIAN* ^ 
RES ERVA TIONS NEEDED - • 

Al tiou9A Lne reasons why businesses fail on reservations 
are generally known ^ EDA and BIA had not recently made* compre- 
hensive economic feasibility studies to determirie which bt ' 
th^e 200^ Indian reservations have the i^otential for sel)E- ' , 
sufficiency, throu^rh thfe establishment oj^ self-sustaining 
businesses.^' ' - 

Ih 1967 EDA did establish a selected Indian reservation 
program to carry out comprehensive dev^opment on selected 
Indian reservations considered mo^tj^ikely to achieve self- 
sustaining economic ;3evelopment .through the proper use of ^ 
Federal -assistance. EDA discontinued its ^elected Indian 
reservation program because of the pressures of demand JErom 
other reservations ^or its development funds. ^BIAis-^ 
Divisioh 0t Indian Business Enterprise' recently proposed 
to, make \economic feasibility studies forf all reservations 
but is imable to do so because of limited resource^. 

EDA-seleAted Indian reservati o n p rogram " ^ \ 

In lA67 EDA establishedca^program to carry out comprehen- 
sive develppment on Indian resfervations considered most 
likely to achieve self-sustaining economic development 
through prUper tase of Federal assistance. EDA recognized 
that wit^ ihe' large number of Indian reserva.tions and t^^ 
limited fui|ds availablef its impact oji'any reservatiojn would 
be marginal at bjest if it had to serve" them all. EDA^decided 
to concentrate on €h selected group of reservations with^ the - 
greatest perceived potential for sustained economic growth 
and viability. ♦ * 

EDA considered variations among Inl3ian reservations, 
such as proximity to major economic centers; general accessi- 
bility; climate; availability of exploitable natural 
resources; sissie, composition, and skills of the labor force; 
entrepreneurial skills; attitudes toward economic develop- 
ment; availability of capital and financial assistance; 
stability; and cbmmijbnent of tribal "leadership. All these 
factors affect reservation development Consequently/ no 
single strategy will have universal ^applicability . However, ^ 
there are certain issues cbmmon to most — i^ ^ot all--reser- 
vations^, which can serve as a base'^bn which to build reser- 
vation-specif ic strategies. / v ^ : 



EDA dete;:mined that "Certain factors contribute to 
produce and .sustain' reservation .poverty. The factors 
include: 



' ' # ■' ^idiLxuua iack entrepre- 

■ cuixe. uiauuqeriai values, and consequently 

an entrepXeneuiial class has. never developed.* 
Indians, by\af^a^large, are not u&ed to thinking 
m terms of mormymaking schemes -and \^o creating 
self-sustaining business ventures does not come 
easily toJbhemXv , \ • 

--Sense of J^mmunity. Indians ienerally^have a "stronger 
,. sen'se of community thlivt do mo^ti other Americans. , 

activities and pi;ojects invol- 
ving tribal ownership are more relevant on Indian 
reservations than in -other economic situations. 

—Isolation. Most tribes are isolated geographically 
. as well as culturally from the rest of American 
society. This isolation creates problems of access 
to markets, coital, entrepreneurial ideas, and manage- 
ment resources. : ^ 

—Relationship with the land. Indian culture, religion, 
tradition, and econpmic 'pursuits have" been largely 
1 And based. Accordingly, American Indians are more 
senaitive to the natural environment and its preser- 
vation than are' most other groups within the Nation; 
Moreover, land is qurrently allotted to the Indian . 
through a series of treaties and legislation, repre- 
senting Ips inajor remaining link with- his cultural 
heritage. The^jefore, the Indian viewS^ any activity 
affecting the use of his lan^ wit^h considerable - 
caution cind s^uspiciqn. While Indians as a group 
are not land .poor, their land is ])argely of poor 
quality. r , \ 

'—Political history. Historically, the-whifee man, 
eager for personal gain, often took advantage of 
•the Indian. The economic pPight of many tribes 
today stems from past exploitation by the white 

• I!-?;- S^^^ I|»di.an-white relationship makes it 

difficult for thK'vtwp groups to build economic^ 
partnership^. However, white society has most of 
the^managef'ial and entrepreneur^iai ^skills and most 

^ of the investment capital, that Indians ne«<3 for 
economic developmeivt. ^herefor6, Indians need to 
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dp^roicr productive /^elationships with white persons 

cem access tr the resources »they need for economic 
d«:vr •>pnent and self-sufficiency. • ' ♦ > 

; ED/C' concluded that reservation development is both unique 
and difficult. Solutions that have been tested and found 
successful in other rural areas may be clearly inappropriate 
for reservations. \ ^ . ' / 



EDA discontinued its selected* Indian reservation programs 
because' of demands from other reservations for its develop- 
ment funds . 

BI^ concerned a bout n eed^foy econoj ^c V , 

feasibility studi es • 

; — ; I . , » ^ 

Officials pf BIA's OiVisiori of BusirtUss and Economic 
Development recognized the impor tianpe of economic feasibility 
studies of Indian reservations. The divis^ion chief told us 
thajt he had afiked for $140 million for feasibility studies 
to begin in 1979 and for additional funds to do economic ' 
and resource surveys on Indian reservations. 

The division chief s^id that as a basic:' star ting point 
there must be an inventory of economic resources on all 
reservations in order to formulate specific development^ 
plans for individual reservations. He added that little 
real progress can be made until feasibility v is determined. 
He.gavec4is a copy of his proposal in which he discussed . 
the need for a $^5 million a'ppropr iatioi^ for comprehensive , 
economic fulrvey? of Irtdian reservations by nationally^ recog- 
nized firms to ass^ess resources y capability^ and viabiiity 
for . development.^ lidtrever^ he said his^ proposal was rioT 
apprbved by BIA. 

NEED FOR MORE AGGRESSIVE PROMOTIONAL EFFORTS 

BIA and EDA have programs to attract businesses to EDA 
financed industrial park§,. 1/ The number of parks hS% 

■■ ■ •■ ■ ■ ' . . ■ 



1/Industrial parks consist of an area that is zoned ^industrial 
and develbped to attract business and allow .pl^anned growth. 
The 42 completed parks ranged in size from 4 acres to 572 
acres and averaged about 34 acres. Total improved acreage, 
averfkged about 70 acres. Park development variiss by EDA 
region but/ as a minimum^ should include the provision for 
two or. more facilities op tbe park (for example, sewer and 
water lines^ or access road and railroad spur! etd.). , 



increased from 37 in 1973 to 45! in 1977/but durinq thi^ 
?nforLM"""^^ unemployment have i^c?lasedV 

caur whi thT^'h^^' -readily available tp determine specifi- 
cally why this happened, buf we. did note that BIA's and 
EDA's promotional Efforts have been limited - • 

V^fanciee^andjjne^ in "indti^tr ial ' ' " ' * ' ' 

pa^vks_have_ increased * — — — * ^ ^ * 

^ . : — . , . .- . . . . . • . «i . - ' , 

, . As of May 1973, EDA had . financed" construction of"' ^7 

BIA hfd nof ,5V*?"?'^ were-poor. 7EDA> also concluded tSat 
<5inno^??=?1?^"" business promotion^^fforts in November IQtV 



Date 



V 




Employ ment' " a 
Ihdia ji Non-lndii 



a^^ o^S^^^^^ 
— nay x.^/j and November. 1977 foil ows . 



; V 



Nilmb.er of operatingjbiiadness&s 
per i n dustrial par k 



- ■ 3 

7 * 

8 . 
• . 9 - 



Number of Industrial parks 

As of 
Ma> 1973 



' 5 
11 
3 



As of 
Novembet 1977 

16 
12 
10 
1 

1 . 

'0 - _■ •. , 



26 
11 
37 



_1 
4^ 
23 
45 



l^otal . 

^Industrial parks not completed 

Total EDA-f inaoiced industrial parks 

Business development efforts ' "1 

- have not been aggressive " ' * V . 

A primary reason that more businesses have not located 
on Indian industrial parks is that BIA's and EDAls efforts are 
still limited. EDA's efforts were directed toward' locating 
businesses on its industrial parks. ' However, the. occupancy 
rates of resfefvation industrial parks and the decline in em- 
ployment ihdicated that the overall success of the promotion 
program has been poor. 

When EDAbegan its own promotion efforts in November 
1973, it ha^a staff of three trying to encourage businesses 
to locate on its Industrial parks. As of February 1978, 
EDA still had only aSsta^ df^three. According to an EDA 
official, the staff performs ^ full array of functions found/ 
in any active industrial development propram, such as direqt 

mlsiil campaigns ^or' industrial prospecting, personal calls 
on company management, and accompanying company jn'&nagers 

on site visits to reservations. . 



This staff had identified 
sustaining if located on EDA-f 
ever, EDA headquarters off icia 
lems encouraging businesses to 
because private financing of b 
fict4t to obtain. On^ reason 
Federal courts to take possess 
have defaulted on their loans, 
suming . . • 



businesses which' could be self- 
inaftced industrial parks. How- 
ls noted that EDA has had prob- 
locate on its industrial parks 
uildings and equipment* was dif- 
IB that lenders must go through 
ion of properties when borrowers 
.which is costly afnd time con- 
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BIA. had remiced, its staff involved in eii^pouraginq^.. 
businesses to locate on Indian reservations. Thp follow inq 
tabl-C-shows that. in Jajiuary 1974 there were 29 full- and 
,part--time professional staff lo^^ate^B i'ti' Washington / D.C. / 
and in the field, but only 13 as of November 1977. ' . * 

• ' . • - \ ^ <• • * 

^ <- BIA^ staff involved in encouraqinq 

■ ./ ^ .' . . _ businesses to locate on 

> ' V ' Indian yeservAtions 



. . January Jt-974 . / , O ctober" 197,7 

/Washington headquarters: '\' . , , ^ 

\ ' Full-time . • • 7 . ' ^ . 7 ' 

Pa-rt-time ' ' 2^7 J- . - 

Field V ^ ' ; ' ? 6 

-4 • ■ ^ ■ ^ ■ . ~ 

Total , M ^ ' ii : 

According to the official in Charge of BIA's effprts^ the 
staffing rjeductions occurred because personnel ceilings wer^ 
lowered^and the Sdivision' s budget was reduced. . He said that 
a staff of 61 would he/needed to do an effective job. The 
reduced staff is resp<Jnsible not only for encouraging busi7 
nesses to J.ocate on Indian reservzttions but also for .helping 
to determine the feasibility of proposed business vientures 
to be financed ^throug>i the Indian Financing Actl (See p. 24.) 

More aggressive efforts can be succil^sfn jl'* ^ 
' V . , ^ —^^^^ , 

Businesses can be encouraged to locate on EDA-financed 
industrial parks if their managers aggtessively pif^ornote them! 
For example^ one industrial park. Park A, located in Arizona 
was constructed in IS^O and expanded in 1976. * EDA spefrfe v 
$1.6 million to develop the park. As bf November 1977, nine 
businesses, employing 457 .people of which 122 were Indians, 
were bpierating on the indCistrial park. In addition, four 
other firms were construdtipg. plants on the park. > 

The manager of the par'k said that, if aggressively , 
pursuedr businesses can be encouraged to locate on indus^. 
trial parks. ' Most of the prospects for locating on the 
industrial park came from the manager 's own private sources, 
such as local banks, friends, and the railroad that services, 
the park : Some prospects came from EDA; only a f ev cfame 
ferom BIA. He said this occurred because EDA and BIA have 
only a limited staff available for encouraging businesses 
to locate'on Indian reservations. ' . , .\ 

. >• - . 

The park*manager also said that Ibcal financing of 
plants and equipment can- be obtalneld for park tenants- if m': 
the park manager has a good rapport with the Ipcdl financial 



community *and if the propbsed^tenants have a rgood credit 
history. Lpcal sources were ^eing used to finanace plant 
construTctliOn for three of the four -firms. Theff ouirttf f irm ' s 
plant- \rhs financed through a Farmer's Home AdmiiVisttation ^ 
i}S(§xi guarantee. . ' ' s ^ 

The, other two industrial pdrks on the same reservation, 
/constructed in . 1969v Vere . not as successful as iPark^A.. EDA 

provided more thari $i.5 rtiillifn to constrajct ^these parks . > 
■ Total employment qn the park's has fallen f rOm \^21 J:n • M-ay 

1973, of which 7J were Indians^ to 16i dn Novembj^ 1977, 

of whTch 57 were Indians . The following schedullp shows.' 

4:he, status of the two industrial parks. 



Firms 
operat i ng 



.Cost 



May 
1973 



Empl oyme nt - 
\ May ■19r73 "^Nov , 19 77N 
1977 Total t Indian ^ Total Ifi3lan 



Nov.. 



. Park B' , 


$ ,525,00p 


1 


2 


^ 2B \. 


18 


21 


19 


^Patk 'C"< 


"997 ,<a>35 


3 


2 


^ 193 


59 ' 


1-39 


38 


"'Total- 


$l;502»355 


i-: 


4 


.221 


22 - 


161 "■■ 


57 



the EDA representative for the Stat^ of Arizona^l^old ^ 
J us that the ^jrimary reason the§e two industrial parks were 
not as successful as.Park A was that they were not aggressive 
• '.or profe'ssional ii^ their efforts to attract; ^businesses . 3?he 
park A manager cortfirmed this, st:atii\g that ^recently the mana- 
ger of Park C acted unprofessionally in dealinqs with^one r 
/^potential tenant and, .f ail'ed to send promisee^! promotional 



mater i&ls to another. 

i ^ The EDA representative for the State- of Arizona also 
said' that EDA' s -efforts 'to encourage businesses to locate ' 
an Parks B'^and C have been constrained by the small sta^f 
in E.DA's Washington ^headquarters. The limited staff was 
responsible for pitomoting-^all of the^ 45 parks EDA had 
financed . • ' - 

We^ reported similar pr'oblems in 1975 

. .. . ^- \ r : ^' 

'•'in 6ur prior report (.see p. 6) , we found that Federal 
ef.fort;s to encourage businesses^o locate gh Indian reser- 
vation^^* nee^ to be aggresisive and coordinated. Specifically 

recommended that to increase effectiveness of the Indian 
reservation promotion program, tffeDirectar'qf the affice 
of .Management and .Budget work with the Seietaries of the 
Interior, Commerce^ .and Agriculture; the ^mihistrator of 
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the*Sinall -Business Adminlstra-tion; and other agency heads 
-he d.deinsy appropriate 'to establish-^h interagency committee to 

--identif/Thdustr ies most likely ^to consider 
locating o^ a -reservation/ ^ ^ ' . ^^ ^ 

.--aggressively encourage *an)a assist those firms 
idei>tl6ied as having an ir\t^est in locating * 

• J on a refeerva^^^ and T; . 

» ~insi!xe the availability ^of current promotional 
' l-iterature artd materials. • 

■ 'i^ ^ • ■ ' ■ ;■ ^ 

" Discussions wdth officials frol^ each of these -agencies 
P revealed. |th at no sdch interagency committee 

was ever foKined. Since that report, neither BIA no'r EDA 
has made^majoKchartges in fchair procedures for. promotlLng 
business on Indian reservations, even though they agreed to 
_dd so. The^e .two agencies have continued to administer their- 
programs independently and have established no raeAns to 
witerrelate 'their efforts. ' • ' 



FEDERAI._AGENCI ES .NEED TO P ROVIDE . ' ' ' • • 

ASSISTANCE TO BUSINESSES . - 

EDA, BIA, Small Business .Administration (SBA), Farmers 
irome Administration (FmHA), and Community Services Administra^ 
tion (CSA), spent about $25.4 milMon from fiscal year 1967 
*to November 1977 to>fund six of the. major Economic- development 
efforts we reviewed-; These projects were" located on six 
reservations, • All six^ were expeifiencinq financial difficulty^ 
as of November 1977> • Consequently., 391 permanent employment' 
opportunities and the Federal .and , tribal investments are ' ' ' 
iH danger of being lost"* - , 

The projects had VariojjgSjjroblems, including poor manage- 
ment, inadequate f mancinq^feaiabie prodiicts, and high 
.operating costs. The Fe<«gl agencies did- kittle to help 
Identify the problems , evWT though they have existed for 
some time. The Federal agencies. ha<3 current .financial records 
fot only one of the businesses they fund.ed or,were assisting, 
jmen technical or managerial assistance was provided, it was 
•provided after the businesses had lost considerable amounts ' . 
or lunds • • » . ^ ^ - 

By the .very nature of EDA and BIA programs, the Federal 
agencies financed businesses which could not qualify for 
f inancing from Con&nerciSi lenders. Thus , there • is , a strong 
need for the Eedetal agenqies to continue monitoring these 
businepes to help them succeed. Neither of the ag'encies ' 
feel, hQwever, that It; is their responsihiiity to .assist an 
Indian business unless the business as^?f ojli elp ' . 



We reported similar problems in our 1975 report. At 
"'^ that tlme^ hoWever^ BIA wis not ^eeply involved in funding 
business ventures."* This^ situation changed with passage of 
thfe Indian Financing Act. .Wow that BIA is financing business' 
vehturesv oiir earlier observations also apply to BIA. > 

, ......... » ■ * • ^ . * •■■ . -V « , 

Fed erally fin anced proje c ts not , 
o, s'elF^sustaTning : ^ ' ' 



Ve believe the operating dif f ^.'cul ties encountered, by 
Indian businesses we -reviewe^d illustrate the need for the 
agencies-^ to monitor federally financed businesses to-help 
them become self-sustaining. Following are examples of 
what we fo'und. V ' > > .u 

i , y ' ■ ■• ' ' V. ' ^ . . . ^ . ■ 

- / , "^300-acre tribal farm ' : 



' BIA^ EDA> an<^ FmHA provided ojjer $1.4 million •in>loans 
aiid g^'rants to fund this tribal f^rnj;^ These funds were used • 
to p^urcha^e farmlands and equipment; constrqct grain storage 
. facilities^ machine shopS/ and Jfarm ''fcuil'dings; and pr'^pare 
faxmlands for planting.' The tribal "^f arm was to provide 
Indians with employment opportunities and business ski-lls^ 
and to produce income for the tribes 

. lAs of November 1977/ the farm permanently employed J.2. 
peoplve of which 9 were Indians^ biPt it has not been finan- , 
cially successful. The tribal farm lost $230,006 in 1975 'and 
$164/5.32^n 1976. Through August 1977 , drqught situations ' 
helped to cause the farm 'to lose $324/118, and continued Uo3ses 
are forecasted for 1978 and 1979. 

To offset these ioss'es and provide for operating ex- 
'penaes, BIA Iderhed the tribal farin, $5oO, 000 in 1977.V The 
farm rfequested another loan f or . $300 >000 for operating 
e3 
the 
m 

have to stop its pperations because it has no alternative 
source Qf xiands. " ' - 

^lA and EDA have not been monitoring this enterprise. ^ 
EDA's files had no information about the tribal farm'.s 
current status, and BIA had tb'^request f inanciai information 
from the tgribal f^irm for^us. In Jaauary 14)^^ not all, of, 
th(e funds le*lt Jbj^jBIA were us^d- to pay future operating 
expenses. Insteaclr $495,597 was used to pay outsianding 
bills, debt, and, rent to the tribe.' At the time of o,ur 
^ revieWi BIArH3id. hot know> hoy the tribal farm used the ^ 
regaining |runds. * . 




* 2jJ00_^cre_tribal_Jarm . * 

• ' • ■ # 

This tribal farm .was established to provide continuous 
income to the tribe and employment opportunities to the 
Indian people. EDA and BIA provided $1.5 million in loans 
and grants to establish and operate the tribal farm. 

This farm also was not self-sustaining, it employed 
four Indians. The farm's records showed that for the^- 
period ended November. 1977, it sold $403,295 of crops and 
incurred operating expenses of $$77,196. The tribal farm 
operations have been subsidized by the tribe to the extent 
that the operating expenses did not include the manager's 
salary or- adequate compensation for leasing tribal lands. 
BIA officials advised that the manager's cost is picked 
up by EDA and the land should lease for at least $35,000 
annuaU-y, «ot the $6,238 which is shown on the farm's 
records. Another $314,628 of crops held in storage re- 
mained to be sold and, may contribute to the farm's net in- 
come. There were, however, -$109,906 of ^eed purchases 
and adm'inistrative, insurance, and other ■ miscellaneous 
expenses budgeted by the farm which have yet to be incurred. 

A BIA ajea credit official advised that it was diffi- 
cult to morfitor the farm's operation because BIA has not 
obtained the necessary financial records as required In 
order to facilitate our evaluation of this operation/ BIA ' 
had to make a special request to the farm for a correct- 
financial report. eDA's files also did. not contain infor- 
mation about the farm's operations. 

Re sort complex ^ 



EDA, between fiscal years 1967 \v<i 1975, provided $5.59 
million in loans,, grants, and technical assistance to re- 
design, construct, and expand this resort. The tribally " 
financed credit program .lent the resort' $900 , 000 , and the 
tribe invested $2.98 million to help construct and operate 
the resort. , ^ 

^n>J*^t 1^^°''^ *'^f established to provide job opportunities 
to the^Indian people, devejop the reservation's recreation 
resources, and ptovide income to the tribe. As of September 
ill employed 267, of which 59 were tribal members 

OctobL''iQ5? V"?' " financial success. Through 

loll III knn^ $687, B44 for the year and has 
ih! ^^"""^ ''^^ opened. The resort also owes 
JnH ^^J^^ii? financed credit program $173,250 in interest 
and $366,502 in interest on the $2.4 million EDA loan. 
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Though the resort was expanded from 90 t(Sbl45 rooms 
in 1976 to make it economically viable., tribal officials ^ 
want to expand it again. Tribal and BIA officials said^ ' 
t-liat'the resort is^not making a profit because it cannot 
atbtact enoughi^toyrists to cover its operating expenses. 
In order to attract more people, an additional 65 rooms 
are needed to allow large conventions to use the facilities. 
Support facirities (such as indooj: tennis, racquetball", 
and handball -courts; ice skating /facilities; and a larger 
golf course) will alSo be needed/to d^^ertain the resort's 
clients. In addition, banquet facilit\e!s, meeting rooms, 
and the lounge need to be expanded to handle the additional"**; 
clientele. The cost of these additional facilities has ',\ 
hot been estimated, nor has an evaluation been made to assess 
whether adding to'the resort will make it self-sustaining. 

In his August 1977 report, a consultant to BIA noted 
similiar pr^lems at the resort. The consultant also evalu-^ 
ated the operations -of 11 other -tourist facilities, and his 
findings are discussed on' page 20,' • 

Metal products enterprise , • 

This enterprise was establ ished j*Ln October 1969 and 
began operations in Februray 1570 when the" tribe l^nt the 
'fijpn's owner $40,000 to commence production of metal 
cairying cases for rifles, cameras, tools, and camping 
gear. In DecefiT&er 1971 the tribe canceled half .of. the $40 , 000" 
indebtedness nn exchange for 60 percent ownership of the 
entecprise. The tijibe supported; the enterprise to provide 
itself with income .arid Job oppofctuii it "for tribal members;."' 
BIA, Office of Minority Business Ente/prl%e/'{ OMBE) , • ^BA; V ,4../^ 
and a State agency have providexJ more- t|atC $439 r^jQO fojr * " /' 
operating capital, new facilities,* ^^a«;-t-e<i!iinrcai itsia-taimkX-- 

In Marrch 1976 , dux i^ng,,1^est iipdny before the s'ubcpmii;i;tte^^^^^^^^ 
on the Department of Interior and Related Agencies or^thW^--;^^^^^^^ 
House Committee on Appropriations, -the Commissioner, of ' t t^* -^1' 
Indian Affairs cited this enterprise as an example of Fede^^fv^ 
agencies working together to m^ke this a successful busineVs't' • 
The enterpr^ise employed nine, three of which were Indians, 
but has not been a financial success; Through October 1977, 
the enterprise had net losses of $6e2,792. Various consul-' 
tants have been employed to evaluate the enterprise's opera- 
tions and have reported that the losses came about because I 
the enterprise was (1) producing prodi|tts for which there j 
either was no substantial market or where the competition / 
was fierce dnd (2) selling some products for less than' they 
cost to produce. f' ^ 
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To keep the enterprise operating, BIA has been requested 
to extend th? repayment of its $100,000 working capital loan. 
BIA was evaluating the enterprise's request at the time oT 
. our audit . 

The enterprii^also asked BIA for $67,000 of technical 
and management a^stance. The entii|>r ise 's manager advised 
-that (1) a $20,000 technical assistance grant would be used 
to help the firm learn to »bid for work, (2) a $25,000 drant 
would be used to assess feasibility of selling the enter- 
prise's products by direct mail, and (3) another $22,000 
grant would be used to purchase equipment. He said that 
If BI^ did not provide the first two grants, th$ business 
woul/ probably have to cease operations on February 1, 1978. 
AJ^A credit official said that BIA will provide technical 
-atrd marketing assistance to the enterprise but will probably 
not provide additional funds to keep it operating until the 
marketing study has 'been completed . \^ 

Indian' fish company 

T ^-^i^ company was established to purchase fish from 
Indian fishermen, provide income for various tribal activities 
and provide employment opportunities for the Indian people. 
BIA has loaned $350,000 to the company for working capital, 
and the tribe has invested §462,387. EDA ha6 provided $39,000 
fQr technical assistance.. 

The company employs 24 Indians but ffm^its inception 
through July 1977 lost $199,791. For the ye^r ending July 
if <I °uP^"^^ financial, records showed a net income 

ot $4,818. However, depreciation on $502,594 of property, 
plant, apd equipment was not included as a cost of doihg 
, business. BIA did not have copies of the company's most cur- 
rent financial records but, at our request, obtained them for 

* * * 

,^ The company's financial records showed that its opera- 
ting expenses exceeded income. 

Aquae ulture and seaf ood jnarket nigj^ngj^n^oo 1/ 

Since 1969 EDA, CSA, and BIA have provided over $14.3 mil- 
lion in loans and grants to establish this business. The 



1/Cultivating of fish and shellfish under controlled condi- 
tions. 
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Federal funds have been used to construct aguaculture 
facilities, provide working capital, dnd obtain managerial 
and technical assistance. The business was established 
to provide employment opportunities and business skills 
and to qreate income for the tribe. , ' 

The business employs 75 Indians, but it needs Fq^ral 
funds .to stay ;n operation. During 1976 it lost $1.2 million 
and through October 1977 it lost another $83.6,204. The busi- 
ness requested a grant of $3.5 million for 19J^8 and 1979 
ftom CSA, stating that it projects losses Qf ^1 . 17 million 
from operations duiring these pi^riods; Tribal officials 
said the $3.5 million wilL be used%o offset the projected 
Crosses and that Federal funds are needed to keep the busi- 
nesses operating during the next 4 years. 

The business continues t9 lose money because (1) it 
has produced products for limited markets and (2) its ex- 
penses have exceeded revenues. ^' 

Observations made by a nother study 'J 

During ApriJ and ii^^Y 1977, a consultant of the Ford . 
Foundation conducted a is^udy 15f 12 EDA-financed tourist ^ 
facilities on Indian -reserveitions. These 12 |)rojectd received 
$36.3 million of EDA fun^« and $15.8 millionyfrom the tribes 
aftd private SQurces.* The funds from EDA jrepi^esent 59 
percent, of its total investment in all federally financed 
tour i^'nk. pr.bj6cts. * / , ' ^ , • 

The consultant's observations about ihese tourism 
projects were released in August 1977 and (statedi^ that : 




— All were Icfsing'-money . 

— All^were underfinanced and incomplete. 

— Some were badly i'n need of refinancing. These 
projects were not close to breaking even, were 
not "commetcial , " and should have not been fih^inced 
by loans. 

--None' had an agreed-upon plan for becoming self- 
sustaining. 

V-Of the 10 projects still operating, 8 lacked ade- 
^guate daytime activities for tourists, and all 
10' lacked nighttime xictivities. 



--Of the lb projects still in operation, 4 were^ 
• p adversely effected by lack of adequate worker 

housijRg nearby, 

--Hal?^ of the 12 projects had no feasibility studies; 
most of those that were made were weak/at best, 
and one study/r^commended against the' project tut • 
It was pushed ahtead anyway. 

^ ;rhe consultant placed the blame for these failures on 
Federal agencies (principally EDA)., consultants, planners, 
architects, and Indians. • f / 

H ^ " ■ . 

The coni^ultjant stated that to make 11 of the projects 
self-sustaining, the following would be needed: 

--$40 million of capital improvements. 

--Refinancing, of $4.2 million of EDA loans. 

$8.4 millipn for management and pri«6motion subsidies. 

3JA was evaluating the consul tant 's report to decide 
what to do. EDA established a task force with the American 
Indian Travel Commission to determine if a problenK,exists 
and. If so, what to doW The task. force's report isSchfeduled 
for completion by November 1978. 

Similar problems were reported 
' in our 1975 report ^ 

K ..^f®. Reported that Federal agencies should- monitor th^se S 

business ventures to promptly identify deficiencies and pro- 

vide assistance to correct them before they become severe " 
enough to halt operations. » ' 

* ted /that the effectivejiess of technical assistance- 

depends, on the cooperative arrangements among Federal agencies 
to evaluate and monitor; business- and commercial development 
projects. This should include all procedures that provide: I 

—Critical evaluation by the funding agency with well-/ 
documented recommendations of actions needed to 
correct/^ny identified problems that might adversely 
jif^f^o^H^the business. ■. ^ . * j 




—Clear documentation of the basis for financing any 
venture for which problems have been identified but 
• not resolved. 
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— A plan for^onitortng the business venture and for 
providing technical assistance to promptly identify 
and resolve problems that dccur^ particularly during 
early stages of operation, a. 

-'-Pollowup to insure that the procedures are prtoperly 
implemented. ' .jr 

We recommended that Federal agencies; establish proce- 
dures to monitor and provide competent technical assistance 
to businesses receiving Federal financial assistance. 

Discussions with Federal officials r^ealed that^fhey 
have not made any major changes in their pjrocedures of 
monitoring business operations on Indian reservations, even 
though they agreed to do so. ^ 

-"^ * ^ ' • •■ I 

CONCLUS-IONS ; 

V Many social and economic factors Impede business develop 
ment on Indian reservations. Some reservations have little 
if any potential for successful business development without 
long-term Federal financial and technical assistan'jce. We 
believe that, Federal agencies need to make/comprehrensive 
economic feasibility studies to determine which reservations 
have the potential for self-sufficiency through establishment 
of self-sustaining businesses with initial Federal assistance 
For other reservations, Fecleral agencies need to decide to 
(1) provide l|.ong-term Federal support or else (2) develop 
alternative strategies for Vaising the living standard of 
Indians. ^^^^ v ' ^ 

While niatny factors hinder business development Efforts 
on Indian rei^er.vations , the potential for c^eater< success 
exi&ts and could be realized if EDA ''and BIA (1) .aggressively 
promote economic development on reservations where potential^ 
success exists, (2) provide financial assistance to promising 
businesses, and (3) monitor and provide managerial and tech- 
nical assistance to businesses In trouble to help them become 
self-sustainiTig . Unless this is done., tribes .will continue 
to have trouble attractifig profitable businesses to reserva- 
tions and the goal of affording reservation Indians the 
economic equality comparable to the rest of the Nation's 
citizens will be difficult to achieve. 

In Qur June 1975 report we recommended that Federal 
agencies aggressively, pursue businesses to locate on .Sfidian 
reservations and help them become -self-sustaining, but ^ \ . 
our recommendations have not been fully implemented. 
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J RECOMMENDATIONS TO THE ' S ECRE TARIES - 
V QF_COMMERCE AND THE INTERIOR - 

• ■ ■ ■ - *^ : — '■ — ' ' ' , ■> . 

we rjcominend that the Secretaries of Commerce and' the 
Interior direct, the^Administrator , EDA, <and the Assistant 
Secretary for India^ Affairs . to work together to- 

■ . > ■ * ; \ ■ ■■ v -. • •, . - 

—Conduct an economic feasibility study that identifies 
reservation9' considered most likely to support self- 
sustaining economic development and carry out a 
comprehensive business dev^opment programrinclu^ing 
(1) aggressively pursying promising businesses to 
locate on reservations^?- ( 2) providing, them initial 
financial assistance, and (3) assisi:ing them fn 
becoming self-sustaining, profitable enterprises. 



> 



^ —Decide whether long-term Federal supjiort should 

, ■ be provided to ecohomically develop other reserva- 
tions or whether alternative strategies are needed 
to improve the living standards of Indians living 
on^eservations that lack potential for successful 
business development, afid if so. develop new stra- 
tegies and propose them to the Congress for imple- 
^ renting authority and funding. ^ 

W^f fi^f^^^^-^^^u^"®^*^ "^^"^ our recommendation? but said 
l^affil^! .'"^ """^^ ^^"^ increased funding, and 

" great''dL?'ff''ifi^r'^ ^^5^ ^^^ hav^ >oth amassed a 

■?lntLl hnf -reservation development po- 

..tential .but it cannot be more broadly Uj:ilized under the < 

iment' Th^v-<:^2^'f ^l^^J^^-^^^on for Indian economic deSllop-' 
wh25: 'J ^ stated- that such studies can be effective only 
re "^^^T^'^"^.^^^^^^- development'^ 
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.. ■ CHAPTER 3 • • ' * . 

BETTER MANAGEMENT OF I NDIAN FIN ANCING ACT 

PROGRAMS NEEDED • ' ^ 

<n vQ?5®i.^"?if" was enacted by the Congress • ' 

in 1974 to Stimulate economic development on Indian reser- 
vations by increasing availability of funds to individual 
ir?«f2^ starting, and .expanding business enter- 

prises. BIA, which administers the act, approved through ' 
September 30, 1977, 1,866 loans and grants totaling $106.3 
million. o . ' ^ . ^ -r, 

. . ♦ . ■ 

. The administration of the Indian Financing Acf and its-, 
impact on Ihdian economic development has been the -subject ' 
?J i^or!?' studies. 1/ These s):udifes and our work indicate 
tnat BIA needs better management controls and procedures 
pver loaAs and grants made to individual Indians and tribes. 
,The loan and grant programs suf/er from 

--delinquencies, . ^. 

— inadequate accounting systems, 

—poor analysis of loan and grant apWications, 

—missing documervts in loan and grant files, 

. ■ ' ' . V ^' ■ ■ ■ 

--inadequate loan servicing by liewders, i 

' iV"^^®*^*^ '^^P^y'"®"*^ ^^^^^^s, and ■ ' ' V- ' 

/ —limited provision of technical assistance to 

■businesses. • - 

' ■ . ■ ^ 

' In^gddition, a legislative restriction limits partici- 
- pation in the guaranteed loan program. 

THE ^IN DIAN FINANCING ACT ' - " . 

Concerned by the lack it economic development financing 
available to individual Indians and Indian organizations, 
the Congress passed -the Ind^aji Financing Act ( 25' U.S .C. 
1451 et 863.0 which was approved on April ^12, 1^974, by the 

■ ' ' ' ' r ■ 

— ^ , . ( 

1/See app. 11 for a listing of studies of the Indian 
Financijjg Act. . ^ 

— ■ N . 

' i • / 
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theri-PreslJent. The priinary objective of the' act is to 
»tiinulate^^onoinic development on Indian reservations' by . 

inH^'J^fJ"^ ^l^^^^f^^^'^y °^ funds to individual Indians 
and tribes for starting , and expanding business enterprises 
on or near reservations. The act consolidated several 
ejjisting. Indian , revolving loan funds and established an 
Indian Loan. Guaranty and . Insurance. Program and an Indian 
Btjsrness Development Grant Program, m addition, the act . 
authorizes payment of-interest subsidises to private denders 
on loans, guaranteed or insured, and requires that loan 

hS^Knif"? applicants be Rrov^ided competent management and 
te.Ghnical assistance. . . 

•oroH,?^^ administers the JndiV financing Act through its 
credit and. firv^nce staff in tff* central, area, and agency 
offices. BIA's central office\ontrols allocation of^ro- 
gram..funds to the area. off ices and maintains approval ' 
l^^r^^'t^^ ^he/Loan Guaranty and Insurance Program. 

BS5inI« revolving loan funds and Indian 

?^fi r^^P""®"^ Program grants has generally been 

has hfln V^^ l instances, - 

has been redelegated to BlA's agency offices. ' 

f^Ar.r.J'iJn Congress authorized BIA 72 additional posi- 
67' no.iM^nn P'^ovisions o^ the act.. BIA allocated 
67 positions- to the area and agency off iqes and 5 to- the 
?flo ''^iv,"^*^''!- of December 1977 there wer^ approximately 

•o??iS^^^2'*- the cCntJar a^d fTeld 

offices. assigned to credit operations , including administer ina 

This includes 'the .credi?4xamk^!iq''"^ 
staff .looted. Denver, Cororado. v , • " /^'^ng 

ST^US_OF LOANS AND GRANT S 

on thrsta^Sro^'L'an^.nn''"^ asked us to provide "information 
on cne status of loans and graats made under thp api- Pr/^m 

passage of the act in Apr il 1974 -througS septembers^ llii 

Vv^llTltllV^'t'^ g^nts-toLlfnrnoe^'mil on! 

T^tn.f i r ^ 5^^^^ ^^""^ tyP®' number, ^nd value of 

loan's and grants made by fiscal year during ?his period. 



Made Durinq FisCel Years 1975-77 ^ 



Fiscal Revolving loan 

year tj ^ f^D^.: 

"NumBer^" Amount 



Guaranty and 
NuiTiberT Amount 



Indian business J 
development 

Nuiiiber Amount 



Total 

Number" Amount 











-(dollars 


in millioi 


IS)— — . 






1975 


58 


$ 8.6 




$. - 


594' 


$ 9.7 


652 ' 


$ 18.3 


1976 


83' 


r3.3 


.50 


' 14.5 


671 


9.2 


8^04 


37.0 


1977 


_56 


\ 11_.4 


46 


35^4 




a/4_..2 


410 . 


• 51_.p 


Total 


197 


$33_,3, ' 


S 6 


$49.9 


1^573 


$2 3_.l . 


1,866 


. $106^3 



a/Final 'fiq.ures for the qrant program for fiscal year "1977 were not- 
available as of November /1977 . 
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The revolving loan fund is for loans to In<3ian tribes and 
their memlper's to improve and pjromote economic deyelopment- 
on Indian reservations and for educational purposes. As of 
October 1/5 1977^ the fund had approximately $21.8 million 
available with outstanding unallatted commitments and author- 
ized applications totaling about $17.1 million. ^ ' 
• ■ * ■ 

During fiscal years 1975-77, $33.3 million wajs loaned 
from the Indian 'revolving loan fund. Of this amount , 52 
percent represented loans to Indian corporations and tribes ^ 
for specif ic development projects; 3^ percent was loaned .to 
tribal relending and credit organizations, which make loans 
/to indiyiduais on reservations. The remaining 15 percent 
went to agency direct loan programs for loans, to individuals 
Who do not have access to 'tribal, relending br^aniz'ations.* 

The following table shows the amount ot revolving loan 
funds allocated during fiscal years 19'75~77 for each .area 
office, ^ 

Use of InHi^n Hevo I v f no . funds hv PIA Ar«»ri 

> <^ ■ " ■ . ^ 

Hur i nn ^f;i 9cn\ Year = 197 S- 7 7 











Corpora t ions 






BIA area office 


To t a I 




Ornan 173 1 ion ■ 


and t r ibf»R 


Inrt hV*ir)Ufl 1 




























Aberdeen 


S fi.9R0. 


,0 


S S, 025.0 


S 1 ,755,0 


<; 200. 


n 


Albuouerau^e ^ 


. U099. 


,B 




IflO .0 


I . 


R 


Anadarko 


237, 


,0 






2^7. 


0 


Ri 1 1 ipqs 


4,468 . 


S 


: 3,035.0 


1 ,24fl.n 


U5. 


5 


Fastern 


60 . 


0 


60.0 








Juneau 


2. 9 IS. 


0 


715.0 


2,200.0 






Minneapol is 


2.461 . 


1 




2.202.2 


25R. 


9 


HusKoqe» 


1.737. 


4 


710^0 


475.0 


552. 


4 


Navajo 


2. 700 . 


0 




2,700.0 






Phoen^^^ 


4, 724. 


5 


600.0 


3,7^0.0 


' 194 . 


5 


Portland 


5,fl29. 


6 


725.0 


2,R46.6 


2 , 2 5fl . 


0 


Sacramento 




p . 




95.0 






Total 


" S33. 307. 


9 


S10,fl70.0 . 


S 1 7,411 .R 


55 . 006j 


1 




( 100» ) 




•(33») 


(S2\) 


f 15a i 
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loan Gu aranty and I^sgrance^Progrjin 

, * ''The" Indian L<?an Guaranty and Insurance Prdgram is used 
to guarantee and .insure loans" made by private lenders to 
Indian tribes alid ..J:heyr members' for economig 'en^erpr ises 
that benefit the 4con6my of an Indiap reservation or for 
housing on a reservation. The act auth(jrized the Secretary 
ot the Interior ^to guarantee up to 90 percent of Unpaid 
•priacipal and interest on a loan and to insure up to 90 per- 
cent of the loss on any one. loan to ah eligible tribe or 
Indian. Iq lieu of -the guarantee, tt)e act provides in- 
surance for up to 15 percent, of the aggregate insured loans 
•made- by a lender. The aggregate of guaranteed or ins'ured 
loans IS limited, to $200 itiillion. However, ,the aqgreqate 
pal 1'^ ^°^" i"«3ividual is limited to $100 , 000 • in -pr inci- 

By the end of fiscal yecfr 1977, BIA had sighed loan 
•guarantee Agreements with 108 lenders but had no loan insur- 
ance agreements. BIA officials are' not. sure why letidec's are 
reluoeant to participate in the insured program but'befieve- 
It IS due to the limited reimbursement for losses ori the 
aggregate of, the total ^insured Loans made by a lender Far 
example, if BIA sign6. an insured agreement ^jLth' a -lender for 
§1 million and th-e lender, makes' 10 ^oans of $100 ,000 each",, 
the lender can^recover only 90 percent of each defaulted 
^lOan up to a maximum of $150,000.- v 

hon^n?^^-?"^?^^^^'^®^^"'''^ .^^^*^ the -iTisuxed concept is good' 
because U. allows lenders more flexibility ih nraking loans • 
and^reduces some of BIA's workload. However, BIA officials ' 
did not know what effect the lac> of lender" participatioh 
has had on providing economic (development financing to 
Indians,. - « ^ 

' f ... 

• The ^ct also authorizes a .subsidy on loan^ insured ' 
or .guaranteed so that the borrower will have to pay no 
more interest than the rate set ty the Secretary of the 
Treasury^for loans from the Indian revolving loan fund\ 
..As^ot October 1 , 1977, this r^te was 6-1/2 percent. The , 
, jct authorized appropriations X)f $-20 million for each of 
llTll 1^77 to cover interest subsidies 

and administrative expenses. Although, BIA requested |co ^ 
million foreach of the 3 years, the -Congress appropriated 

'aSd S?. n,n 1 T^K^-""' '^'"^ y^^'^ 1^75 ^d^ $1? million . 
and $15 million for fiscal years 1976 and 1^77, respectively. 

h«H October 1„ 1977, 96 loans totaling $49.9 million ^ 

had been guaranteed. BIA off icials claim that about 30 ° 
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guar an'teftsd loan proposals have been disapproved for various 
tea-sons since the program 's , inception . The following 
ftable' shows the number and amount of guaranteed loans made 
during fiscal years 1975-7-7 by each area office. 

Loans^GAjajanted_by^§^^ Per iod 

fiscal years 1975-77 



BIA ai 



Number. of 
office i^^ns^gua ran teed 



Total guaranteed Number of^oans Unpaid 
amount iD^i^flf i^i^ amount 

-fSollars in thojrffe^ds) 



Abe r deer 
Al-buop^que 
Arj^-d^rko 
Jil 1 ings 
Ea'stern 
Juneau 
Minneapol is 
Muskoqee 
Navajo 
Phoenix 
Portland 
Sacramento 

Total 



7 


' ' .$ 1 , 355.6 




' ' 




14' 


7,380.0 








18 


2,175. 1 


. 4 


' 204 


.6 


7 


1,128.0 


A - 1 


66 


.0 


8 . .. 
3 " 


3,114.9 
' ■ 27,^0.0^ ■ 


, ' 1 * 


, * 525, 


.0 


9 


^760.6 


' 2 


19, 


. 7 


10 


1,433.2 ' 


3 


832, 


.0 


' r 


■ 3,02.4.0 


It 

2 . 


' . 945. 


.3 


13 










3 

i 


, __^213_..4 


,1 


i(ro_. 


.0 


96 


$49_, 953^7 • 


14 


$2,692. 


,6 



Of the 96^atpproved loans, BIA officials stated tha-t 
14 (about 15 <perc_ent in number and about 5 percent in 
dollar value) w6re, considered^ in or near -default ^status. . 
BM'^.^pl^ar loss. ra|:e appears comparable to other FederaJ 
lending programs. For example, during March 1967' to July* 
1, 1976, SEA experienced a S-perceht dollar loss on its 
Business 7(a) Loan program- and a 17-percent loss on its 
Economic- Opportunity Loan Program with Indians. The combined 
program loss. Was about 10 peirc^t. The loss ^ate on the - 
number of loans in these categories was not readily avail- 
able at SBA. Although BIA's dollar loss rate- is less 
than SEA'S, it is still too eaxly in the program to make 
.any conclusive comparisons or statements" of conditions. 

Grant pr ogram vi ^ 

• V j. ^/^he Indian Business. Development Program is to s4:imu- 
l^te and increase Indian entrepreneurship and. employment by 
p.j:(i^^j^ng equity capital through nonremibur sable cfirants of 
up to. $50,000 to Indians and Indian, tribe.s to start or expand 
businesses on or near reservations-. The act authorized appro- 
priat-ions of $10 million for Indigrn Developipent grants for 
each of fiscal years 1975, 1976, an'd 1977. '■■^^ 
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In fiscal years 1975-77, BIA aDorovfed l «;7^ Hr=.r,4-c. 
totaling $23.2 million. The'foUo^i^g tbJ^^^'ow^ 
year and area office the number and aLLt'Tbf aran?^ fS? a 
during fiscal. years 1975-77. ^^o^nzs ot grants ai>proved 



PIA area 
off ice. 



, fY^l975 

Number Amounts 



J^y^il^I'Pur .irirq Fiscal /years_lJ975- 

•-.._Py_l?76 >_>9^7 (note' a) 

NiJimber Amounts Numter'^Amoonts 



77 



Total 



Amounts , 



Xbe rdeen 
Albuau^rau^ 
^Anadarko JV 

BiUinqs 

* Eafttet;n 

^ June-au • ' y - ' 
Minheapol is 
Muskogce/ 
Navajo *. , 

, Phoenix 

* Pot tland*^ 
Sacramento 

» TotaT 



-----(doiaar-s ia' thousands) 



105 
17 
26 

'ifl 
36 

69 
41 
87 
75 
15 



$1 ,24 2.8 
441.2 
442 
834 
451 
900 
■ , 640 
'956.1 
1,083.2 
1,358.1 
. 914.0 
•^4^8^ 2 



105 
> 56 
37 
69 
18 
44 
.91 
62 
30" 
'lot) 
45 
14 



$1,190.4 
' 766. i 
489.4 
R13.R . 
499-. 2 - 
7 30 .0 
• 651.8 
90r. 7 
. 681.6 
1,517.1 
, 652.0 
"319.5 



64 

17 

20' 
41' 

^ 1 

42 
2%' 

5" 
41 
'43 

8 



^45.2 
^05.2 
226.1 
479.9- 
50.O 
0% 0 
244:2 
615.4 
113.9 
770\,3' 
660.1 
213.9 



274 
90 
8 3- 

156 
37 
80 

202 

147 
76 

22'8 . 

1,63 
37 



3>07P.4 
l,4U.7 
1,158.1 
2,128.2 
1 ,601: 1 
^1,630.8 
1 , 536.7 
.2,477 .1 
1,878.7 
3,645.5 
2,226.0 
991. <T 



594 $9,7 2<;1 



§ 308 $4^2_24_.2 1^_57_3 $23^165^1 



Uhsis for the ^study was statistical data^provi'ded- by BIA. 

In contrast, a study conducted lor BIA bv the Yhi,n« ' 

discontinued, llxis repfirt, issued in April 1977- seated. 

' ^ intlnder.^nf fulfilled the function • 

iJo o^^?'^ "° reasonable expectation that * 

' relul?s' "mo^;°" "'l' ^^^"t"^iiy achieve de.i?ed 
bifis of r,^?-^-^''y"^^ seem to have been made on the 
. basis of political pressure and expediencv in Vh^ n 

sinir.i~i ^^ait^- 
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'Office of Budget to evaluate the grant program and determine 
if continued funding was warranted. 

Continuati on of th e grant progra m is i n • 
guestTon * ' 

• On jTuly 20, 1977, the act was amended by extend i>ng ' 
authorization for appropriations of $14 mij^io^n into fiscal 
years;'l978 and, 1979. ^ However, as of December 1, 1977, the 
Department of the Interior had not requested funds for the i 
progifam; j 
" .• ■ . ■ • 

We were told by a Department of the Inter ior budget 
offipial that funds were not requested for fiscal year 1978 
and are not included in the fiscal, year 1979 budget proposal 
because the program was not considered 9 high enough priority 
to continue funding. This decision was made even though 
a BIA evaluation report on the grant proaram was considered 
:favorable by Interior's budget staff. We were told that the . 
^'jSecretary of the Interior sustained the' decision when BIA 
appealed it. ' ^ (, 

Interior's de^cision appears to be in conflict with 
expectations of the House Commit^e^ oh Interior and Insular 
Affairs. In its Committee Report dated May 9, 1977, on 
approving the extension of the grant program, the Committee 
stated that: ' ^ 

"If the Administration is not going! to seek appro- 
priation's for, this program for fiscal years 1978. and 
1979, the passage of this legislation by Congress 
would be futile. The Committee fuljly expects that 
this, program be funded for those 2 jfiscal yea'is.s 
■ and that any determination that Cnifs program sftould 
not be further authorized be left to the Con^;r4ss.^ 

If \ I^^^ ior' does not request funds, ^^^gme^^oposed business 
gnterpr is^^^ill have to find other funding.^ alternatives or V 
possibly n^j^opeh. For example, . approxim^itely $100 , 000- in 
grant funds, were to provide see"d money for Indians openinq^ 
businesses in a North Dakota shopping center . (See pp. 55 
and 56.) However, lack of grant funds may jeopardize these 
businesses . 
■ ."^ ■ ■ ' * ' 

PROGRAM MANAGEMENT DEF IC I ENCjHBS 

^ Ther'e is a need for better management controls and proce- 
dures over making loans and grants to individual -Indians ^nd 
org^anizations. Wg found numerous deficiencies in the adminis- 
tration of the Indian Financing Act. The programs suffer from 



ERIC 



inguencies^ questionable proi^pects of loan repayment, poor 
juntablllty beca,use of an inadequate accounting systerj, 
Jequately documented loan and grant files, poor analysis 
loan and grant applications, inadequate loan servicing 
lender, unreliable reporting system, and provision of' 
Ited technical assistance to businesses. 

jndi ng agencies have high delin quency 

. Contrary to its stated policy, BIA made direct loans from 
Indian revolving loan fund to relendinq organizations with 
:inuous high delinquency rates. 

We reviewed ^BIA examiner reports on the operations of 
elending> organization loan programs. The reports indi- 
!d that the^organizations made many kinds of loans and-, 
: the numbfer of delinquent loans was excessive. Th6 • 
entage of delinquent loans ranged from 27 to 80 percent, 
ough percentage of the dollar amount delinquent was con- 
rably less (2 .to 71 percent). 



Del ihquency 'Rates 'of Selected Relendi nq Organ izations 




Date of 
examiners 
re port 

4/76 

9/76 

2/77 
10/76 
^^6/7J 
12/76 

2/77 

6/77. 

3/77 

6/,77 

5/77^ . 
. 3/77 



Percentage 
of dollar 
amount 

17 
' 18 
38 
6 

71 ' 
2 
2 
3. 

8 • 
22 
30 

7 
14 



Percentage 
of loans 
delinquent 

57 

47 

43 

33 

74 

80 

35 

40 - 

59 

27 

50 

58 

73 



In som^ casefe, the examiners' reports indicated that many 
le loans, were \delinquent in excess of. 90 days and that 



collection efforts appeared minimal. One credit program Was 
placed under a moratorium until vit could reduce its delin- 
quency rate, and one credit operation was suspended. 
• 

BIA officials stated that in keeping with Indian self- 
determination^ ad^qiiate administration of tribally operated 
programg^ such as ftelending organizations^ is left primarily 
to the tribe. As a result^ BIA generally depends on the 
tribe^aQd its tribal credit committeai^to insure that its 
relendirw program is operating oh a ^^und financial basis. 

BIA officials to^ld us there was no firm or written 
policy on making additional loans to xelehding oirganizations 
with an^xcessive delinquency rate. They stated that every 
jioSti request is evaluated on a case-by-case basis regard- 
less of the 'program's delinquency rate. They stated they 
•probably would not make additional loans to a relending 
organisation whose records indicated its program was in bad 
sh^pe and had ^been gradually deteriorating. However.^ if 
there were uncontrollable factors^ such as a droughty affec- 
ting an area's ecoir^my and reprayment ability ^"^an additional 
loan to the relending organization would be considered. 

We question if BIA's policy in this regard is being ^ 
adhered to. For example^ in Se|>tember 1976 one loan program 
had 47 percent of ijts loans in delinquent status.. These 
delinquencies were 18 percent of its total dollar amount. 
In a January 1, 1911, letter to^ the financial assistance \ < 
office^ the BIA loan* examiner stated that the tribal loan^ 
pro-am 

"* * * has been allowed to operate under adverse 
and detrimental conditions in excess of reasonable 
considerations and responsibility. This is predicated^ 
on the tecord of four (4) poor examination reports 
* * * and the following prevailing deficiencies 

The letter then lisrted five deficiency areas including "the 
continuous excessive delinquency status from year to year." 

• The acting Deputy \Commissioner of Indian Affairs stated 
his concerns about the loan program to the Aberdeen area 
director Who^ in turn^ conveyed tberfrT t^ the superintendent 
of the agency^ in May 1977. However^ BIA records indicate 
the tribal^ credit progr^m^ received a' $250/000 loan la February 
1977 and another $250/000 loan in July 1977. «&These actions 
are inconsistent with BIA' s stated policy that programs 
experiencing continuous problems not be given additional 
loans. - 
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Because ot the la r,ge/ amounts being loaned to 'relending 
organizations ($10.9 mill/ion during fiscal, years 1975-77 ) , 
ideally BIA should restrict, loans to only those relending 
organizations which ar'e'in sound financial condition, are 
following sound f inanciai^r&ctices , and are maintaining a 
reasonably low delinquenify rate. However, due to the nature 
of .the program this. mayJhot b« possible, but BIA should make 
every effort to do so. 

L oans made wi thout_rgasbnab le prosp ect 
^ Of repayinent j' ~~ 

BIA has made loan^ fjrombhe revolving fund to corpora- 
tions for- which the rebqirWreasonable prospect of repayment 
was lacking; In accor/dance i^ith th^ act, loans from the re- ' 
volving loan fund may /be made-only when there i^ a reasonable 
^ prospect^^f repayment/. However, it appears this element was 
missing in j loan BIA^ made to a f ish-^processing company in 
Alaska. This corporation represents a consolidation of three 
previously existing /fish-processing operations owned by 
various native villages in southeast Alaska. These previous 
ll^^t^^ ^P^^^^^O'^s received BIA loans in the past and owed 
the Federal Government more than $6.5 million, which th^y 
were unable to repay, in addition, the Federal Governliint 
canceled over $2 /million of a previbus debt! ^ 

• ' ■ / ■ ■ . ■ ' ■• 

MAAi*.'^^^ loan file indicated that BIA was not willing to loan_^ 
Snf ^fS"? "'°"fy,t°.^??^« organizations as separate entitie^^^ 
but did loan $1.5 million f or^operatinq expenses after the^ 
separate operations formed a single corporation. 

; ' . r . / . . 

BJA officials said the loan t;o the newly formed corpora- 
tion was predicated on consolidation' of the previbus operations 
and pooling of certain collateral.^ BIA officials also reUed 
on the favorable fish projections. -by the States 'J&Department 
of Fish and Game for^he coming year . p<»i:tnieni: 

• ' "^Repaynfent of the last loan appears questionable.. The 
first loan payment of $200,000, which was due December 31 

inZI'/^f "S^.'^'^^®-. ^^^'^ request the Department of thfe 
Interior's, Office of Audit and Investigation (OAI) performed 
a management survey of the corporation in early 1977 OAi 
stated in its March 1977 report that the corporation's 
accounting records werre inadequate and that financial state- 
ments and budgets provided to BIA contained overstated re- • 
ceipts of approximately $739,000. ^ . 

Inadequate account ing^sYftfin 

In 1975 BIA asked OAI to conduct a review of the Indian 
revolving loan fund. This review was made^Jo determine iJ 

\. - ' . • ■ ■ ' 33 " ■ , - . . 
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BIA's processes afid procedure^ were adequate to cape with 
the increased volume of the filnd as a result of the Indian 
Financing Act. - 

In its repprtr dated" June 6, 1975^ OAI noted that BIA's 
automated accounting system was not functioning effectively 
because of lack of adequately trained personnel and that tl^e 
most reliable means Of control over the fund was through in- 
dividual loan records maintained at the agency^ area, and 
central offices. The report noted that this was not the best 
way Qf doing business from the standpoints of internal con- 
trol or efficiency. The OAI report stated that the fund ledg 
er accounts maintained by the Albuquerque Service Center 
were not accurate. For example/ loans receivable were out 
of balance i^ the net amount.of $700^000 at the end of fiscal 
year 1974. Tfe^ rieport concluded that "without effective gen- 
eral ledger.oontrolr the possibility is increased fo/ intro^- 
duc^ing significant undetected errors into the system." 

On May 21, 1975, the Director, Office of Tribal Re- 
sources Development,, commented on OAI's evaluation of the 
accounting system by stating: ^ 

"We agrge that the autornatjend accounting system is 
not, or at least has not bfeen functioning properly.. 
We have, therefore, relied on the central^ of f ice 
manually kept records for accurate information. 
Part of the problem has resulted froih the BJA in- 
-stalj.ing a new financial management system. S6me 
field personnel, unfortunately , are not familiar 
with the element and component system of recording 
and reporting activities. This is a normal respon- 
sibility of the finance office to acquaint BIA per- 
sonnel with the new system. However, we intend to 
give instructions to oux fi^ld personnel in the' 
credit of f ice on the proper recording of credit 
transactions." . 

It has been over 2 years since this deficiency was 
brought to BlA's attention fot correct ion^, but the situa- 
tion stidl exists. ^BIA's aXitbmated system was inoperative 
and BIA was still relying on its central office's manually 
kept records for accurate inf6rmation. Agency officials/^* 
attribute this^to lack o^^ stSff and resources to convert tQ 
an automated system. ' ' ; 

> Loan files lacked adequat e documentation 

Loan files lacked the recgfuired documentation on loans 
made under the Guaranteed and' Insured Loan Program. 'We 



reviewed 10 guaranteed loans", including 4 which were. 

considered in^default by the central office Senir ally, • 

^?onf P ^^^""^^ documentation required by BIA regJia- . 

Mn^='for°''^''^"'P^^i ^^ ^3.15 (1977) requires applica- . 

m f n^^n^o?""''^^? -^^^^^ ^° include, among other things,. ' 
^ operation for the economic enterprise, ( 2 ) ' 
, repaymenysources, (3) financial statements, (4) personal ' 
e^IL'avX o? ?H "-^^- ^the applicant, and'(^riL"de?'s' 
Some of Iff^^ economic feasibilitV of the enterprise.' 
;?J^n= f ''^ reviewed were missing plans of opera^ 

tions and adequate feasibility studies of \he enter- 

Sen^r*. ^^^^^ have loan^cISsfng docu- 

>ments, sucJ/as copies of notes and collateral. . 

■^J'^l!u°^ adequate documentation was also noted bv De- 
GuaranJpJ r'^^ Interior auditory, in a recent review of the 
loaJfl^-f,- Program. The auditors reviewed 39 guarantied 

JArs%a%^d^^L%t^%%?ffrB^?A ha^S ^-.-^^^^^^ 

nL^^H'?'^^''"^*'?^^ identified the basi6 information 
^?MH?n/?L^ri""^^.^? feasibilty of a loan, .in- 




i-K 39 loan files reviewed by OAI, 21 lacked nan- of 

IF— 

a«S„°of°?hI%V°"^'? the loan file, and tJe Wd^'s evalu- 



earlv^ataaerAj^iK «'"'<»'l«<3ged>isr loans made, duriig the ' 

cert!ILaJes IrfJ^io "* sa^dluara'nle'^d'roa^ 
auM^S?r1l d^lu^nte fs'S^tal e'S ^ ^^""^ lender until 



■ ■ ■ ■•as. _ ■ ■ • 

We believe that obtaining adequafce documentation will / 
provide a better baais for evaluating 'q^iaranteed loans if [ 
the information provided is substantive and not superficial. 
Accordingly^ we believe BIA should insure that the informa- 
tion contained in the documents is. accurate and complete. 

Limited evaluation s of loan pr op osals by BlA 

In addition to the lack of adequate documentation> our 
review of four loans ir> .djSif aiult revealed that BIA made inade- 
. quate analysis of the id'axi proposals. Instead r BIA relied 
Oft commercial lenders ' evaluations of the proposals which^ 
in most cases^ were superficial. , V 

i Documents of one loan indicated tha.t the commercial 
' lender may. have given the enterprise a favorable aj^aisal 
of ecoDomic feasibility in order to protect the banVs in- 
ter^jst. In April 1976 BIA received a reqiiest for a loan 
guaranty f or a, $525> 000 loan to refinance ar^ existing corpor- 
ation, enabling an Indian to acquire full owrtfershipof a 
campground oiv a North Carolina reservation. It appears that 
the enterprise was financially weak >7hen it appalled for the 
loan. The balance sheet revealed that its ratio of current 
assets to current liabilities was 1:3 when a ratio of 2:1 is 
traditionally considered by accounting , standards to be dide-^ 
quate. Iii addition^ its income statement showed a net loss 
of oyer $85^,000 for the previous year's operations;^ 

We believe these facts should^ have raised seirious doubts 
al^out the economic feasibility of the project. However-^ from 
the loan file it does not appear that BIA or the lender con- 
sidered these factors to be significant. In this case^ it 
appearea the bank was trying to improve its financial posi- 
tion with the borrower. According to the firm's balance 
sheets the lender held over $500/000 in notes prior, to the 
loan. • A ' ' 

BIA approved the 90-perc^t loan guaranty iiT June 1976 . 
This action refduced the lender's risk considerably and author- 
ized reimbursement for^ foreclosure expenses if the borrower 
defaulted on th6 Pq^n." Thip loan was in default in October 
197C ■ . r- 

A BIA official stated that in r.etrdspect the loan should 
not have been made. The official said that BIA was especially 
eager to approve the loan because that wouW enable an Indian 
to acquire sole ownership of. a non-lndiah-owned business on. 
a reservation. As a result^ BIA igndred all wa/ning signs 
and overstated the ability of the enterprise to* service its 
debts. .V . * 
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Of the 39 loans reviewed by OAI, 6 were in default, 
representing a Government liability of approxii^ately 
.9475,000. As we had founcf with the default loans, OAI identi- 
fied a "* * . * need^for more effective involvem^t, on the part 
Of the BIA^, in 'reviewing the feasibility of proposed loan 
Btojects." " -0^\'' ■ 

Lipiited loan servici ng by lenders ' . • 

. I \ . ' 

BIA relies almost entirely oh lenders for servicing its 
guaranteed loans. In accordance with BIA regulations (25 
CPR 93.46), the guaranty of a loan will be used on the re- 
quirement th?t adequate loan servicing will be performed by • 
the lender. In servicing Toans, lenders are to make every 
effprt to prevent and'minimize ^otetitial^ losses and should 
use prudence in disbursing loan funds to borrowers to assure, 
to the. extent feasible/ that loan funds are used for the \ 
purpose for which the loan is made. ' 

OAI stated in its 197.7 report that rely ing on lenders for 
. Setvicing guaranteedUoans, was an "inadequate if not hazard- 
ous practice * * *." The report stated that: 

"In view of the prpgrSm-'s default experience to 
date, and the government's potential liability for 
outstandir^g loans, we believe it is reasonable to , 
expect BIA to establish appropriate monitoring' 
procedures which would, as a minimum, provide in- 
V jojmation^on a program participant 's pierformance * 

• • ■■ ' ■< i - " ■ ' 

_ BIA responded that it relied primarily on lenders to 
monitor guaranteed, loans and stated that it was thinking of 
devising a system whereby lenders would be required to pro- 
vide periodic monitoring reports to BIA area offices. As 
of December 1, 1977;^BIA had not developed a monitoring 
reporting, system. \ 

ofjfciats iaid that lack of staff and funds prevents 
BIA from actively monitoring guaranteed loans and that lenders 
were generally in a better position to perform this responsi- 
bility because of their proximity to the borrower. However, 
we noted that adequate loan servicing would be difficult to 
perform by a^ least one of the banks that has signed loan 
guaranty agreements with BIA. 

■ One participating bank, located in Washington, Dw6. , ^ ^ 

lll.l nn^ ^^l guaranteed loans approved during fiscal- 

years 1975-77. This privately owned bank was established in 
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197.3 to assist irt meeting American indiansV financing needs.. 
Most of the bank's guaranteed loans are to individuals or 
corporations in the western half of the United States. A- " 
bank offijbial stated that little is done in the way of moni- 
toring or providing management assistance to the loan appli- 
cants because of the distance involved between the bank and 
most borrowers. ♦ 



Of the bank's, ;2i, guaranteed loans, -5 are in default.' 
In at least one. of these cases ^ it appeared from correspond- 
ence in the loaja file that the distance between the bank and' 
borrower created problems. In February 1*977 BIA guaranteed 
a loan for $66,000 made by this bank to a construction com- 
pany in Montana. I'he files indicate that the bank later 
Had difficulty in servicing the loan. For example, in a Jnn^ 
1917 Ifetter to the bprr,ower, the barik's credit analyst . 
stated: , ' . . . / 

"I've, been trying to contact you for a few days by • 
telephone but is very difficult to redch you. ^The 
bank is a little' concerned about some of th^ docu-' ^ 
mentation problems that we are expetiencirig with . . 
this loan^ We feel that these problems are minor,, r 
and thatythey have come. about because of distance 
and not because of anyone's lack of cooperation." 
'. ■ • . ■ - ■ . . - •/ 

There are" 58 lenders participating in the Guaranty Loan 
Program in the areas where '^this bank has its five defaulted 
.loans. BIA officials were unab-Ie to explain why so many - 
Indians have contacted the Bank fox loans rather than private' 
lenders closer to the ^ropbsed business enterprise. How- ' 
ever, the off icials specul^pt^d that the' bank -was favored 
because of its familiari-ty with indiah needs and financial 
conditions. ' , 

In our opinion, adequate loan servicing is important to 
a sucfcessful loan program. If lenders are unable or unwill- ^ 
ing to provide adequate servicing or assistance to their . 
•borrowers for any reason, including distance, BIA should ex- 
clude them from participation in the program. ' BIA should ■ 
establish a policy restricting participation in the guaran- 
teed loan' program to only those private lenders that demon- 
strate adequate, loan-servicing capability. 

Shor t repa yment terms cou l d .impair prog ram 
objectives "V"^ ' 

iiOanfe reigfuiring -a BIA guarantee are often considered - 
high risk by ^commercial lenders because of borrowers' lack 
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of collateral and/or business experience and training. .These 
very factors^seem to maki; it generally -beneficial fo? the 

' n^^yT%^° ^K^.^^^ teriSs of repayment extended over a long 
period, therebSr decreasing the monthly payments. 

^ ' ■ 

,n;,<-Mr?L^S®i.^^ loans guaranteed by BIA, over 75 percent -h^d 
^aturity dates of 10. yeats o,r less, even though Repayment ' 
periods of BIA-guaranteed loans can be as long as 30 ylars 
S!!SIni amount and purpose of loan funds dictate re- - 

?hJ? t A^''^' However, we v)ere told'.by one BIA official 
ratfe/i??h^R?I S^"^^'^" ^^^^^ being locked 'into a fixed interest 
raty with BIA ove,r a long period appears to be a consideration 

^?^^«r2'"?/^P.f^^"*^' regulations (2? CFR 

in^erlst rat: a [guaranteed] loan/is clised, the 

l^^ri!«L '"ay -Rot be increased even tho/rgh the lender 
'Jo?^ nr?h^?^"i^ loans^* * A/agency official 

told us, that lenders do not like to be fixed to an interest 

tSey restJic? loan^' and that this may b. one of the reasons 
they restrict loan repayment terms to short periods. For 
example, ^one bank that has made 21 loans guaranteed by BIA 
has a policy of limiting loans to a -7-year period! 

• .'^^^^'^J^ 'repayment terms Create a large repayment schedule 
in the formative years of a new businesl and could possiblv 
instaSc^'i'^'^'^ ^" the failure of some^ businesses!^ For 
instance, the construction business • that the bank had tronhio 
in servicing Jsee p. 38) also appeared to have Sad excessive 
monthly payments comparers to projected incomrbased Jn Ix- 
reSuiferth'^^''* "^^^ ^^^^ ^^ ^he $66,000 guaran^^^^^^ 
required the borrower to r%p,ay $1,100 per mon^ for 5 years. 

Ji n-?,^ JanuaryU977 memorandum to BlA's central oTfice 
the Billings area director discussed the l6an: 

InoL! '?"^i»«ss is just starting so the projected 
i?on of'hA*'"^? expected contracts from renova- 
reservft^o^Jni^^'f the boundariej of the 

reservation and frofn' construction of fiva^laces 
primarily off the reservation." iv^P-iaces 

He added that "if the contracts do not -mater Tali'ze a oav ^ 
ment in excess of $i,ioo .per ironth would seem /exclssYve "^^ 

business enterprise, however,, they were nol sure Sha? could 
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be done to encourage the lenders to cooperate. They stated 
that they try not to create a financial burden for the bor- 
rower and that over 80 percent of loans made from the revolv- 
ing loan fund have repayment terms in excess of 10 years 
Instead of less than 10 years. * 

In our opinion^ BIA should not; guarantee any loan having 
repayment terms tlrat it believes might hinder success of the 
business. W6 believe the repayment' terms of a loan contract^ 
should 'reflec>t_J:ne borrower's ability and potential to repay 
without creating a major financial bur<|en on the business^ 
especially during its formative yfears of operation. We 
believe that to do otherwise defeats the p.yrpose of the loan 
guarantee program. Accordingly^ BIA should review its posi- 
tion on ^allowing lenderjs to require short repayment terms. 
We believe the banks* concern over being tied to a 'fixed 
interest rate for long periods could be resolved by BlX's 
consideration of a sliding scale interest rate^ subject to ' 
availability of funds. ^ ^ 

■ ■ • . . ' V'^ ^ 

Unreliable reporting^ system ' 

\ bur review' of grants made during fiscal, years l5^S*-77 • 
indicated that (1) report data on the grant program was un- 
reljlable because of administrative errors and failure of 
grantees to comply with reporting requirements/ (2) documen- 
tation in grant files was incdmplieter and (3) the amo4jnts 
of some grants were incorrectly computed. 

BIA maintains a computerized grant-reporting system which 
is supposed to include current information on the'(l) amount 
of the grant, (2) type of business, (3) amount and identity ^ 
of outside ^financing, (4) number of jobs created, and (5) 
status "bf the business. However, we found the data in the 
system to be unrellab!te. We found that some information was 
incorrect because of coding errors, outdated information, or. 
incomplete data. . ^ 

-^^ ■ ■ © ■ . ■ / ■ 

For example, we noted that status information on busi- 
nesses started or expanded using Portland area office 
grants had not been .updated. As a result, computer reports 
showing the status of the businesses indicated that all 
businesses were operating. Actually, some have failed and 
others were never started. . We evaluated the status of the 
163 grants approved in the Portland area office and found 
that 132 went for businesses that had started operations. Of 
these, 11 (about 9 percent) had failed.- '^Of the remaining 11 
grants, BIA officials stated that most had not started busi- 
ness operations because there had not been enough time since 
grant approval or for other reasons, such as change. in>gran tee 
plans or lack of outside funding. W 



oi;««. offiaik-ip aHiMiM«nb»tyb UiaL the inforitlatioh in the 
system is inaccurate afid attribute the problem tl a lack of 
•mS?"^^ BI^ staff 4nd to infrequent replr?ing by graJ? re- 
cipients.. Gr^nt recipients are reguired to submit semiannual 
t^^Srfn«.'?^'"%"P°I'"-'°^^^^^^^^"9 the- first 2 yelrs a??er 
i?a made and then annually for the next 3 ye^rs. 

flo^ suhnifi^ih that -grant recipients generally do • V 

not submit the reports because there is little incentive for 

Wit!;iuJ^hf2"^ r?"-^-- ^""^^ ^^"^'^y been disbursed? 

Without these reports, BIA has no way of ^ accurately determin- 
ing the status or effectiveness of the grant prolram. 

iln our opinion, BIA should concentrate on adeitti fvinn 

require that each agency obtain the required reports from . 
caJ-geplf " - valid assessment Of thelraj? p""ran, , . 

Other pr oblems identified • ' > 

V. 7' — ' — ■ ' ■ ' -I 

nffJ^''^^''^? selected grant files at Eastern and PortlaJd 
area offices and reports prepared by OAI and BIA credit ex- 

!ncS:pl%?e^Kr?Lrth' ^" ""^"^ gran"f tieVw^ • 

i™?^? f the grant amounts were often incorrect'lv 

files .did not contain status repons • 
required from the grantee and the changes that occJr^ed durina 
or after processing were not always documented. during 

jiilPj ted manage ment and technical 
: a 8 si 8 tan c e jp rovIded_by|[RTa" 



hi.c ^f"^i3."f;.'need foe. management and •technical assignee ^ 
its report is^ed May 17, 1977: - v«temenx: m 



«f V* it^ftechnical assistance] is a crucial aspect 
. . aj-^ny effort by the Congress or Executive Branch 
• ^^.f"^o""g« Indian people in the performance Sf / • 
tjelr own management,, administrative ^ and 'technical ' 
functions. Technical assistance shMld be^ made ' " 
,available primarily for development of thfes^old ' < ' 

Vh;,*. wJf.''®^"^^^?"^ «=overing the Indian Financing Act state 
^r^''!' a. direct loan,. guaranteed or insured, lnd%r a 
provided lo t^ "'^"^gement and technical assistance is to Je 
provided to^e borrower or recipient consistent with his - 



1 • .( 



knowledge and expedience and tHe nature and complexity of 
the economic tenterprisfe beinjt -fdnanc^d . The assis^tance is 
{ . ^o be provided by^ BIA-staf father goVernmeptal^aehcies, the 
•tribe-, or other compete.ht sources. Th^e -requlations also ' 
authorize contracts with private organizations for such serv- 
ices and assi^t^nce 'if existing programs are -not available. 
■•. . . ' ■ ' ■' ■ '■ ' t / , ■ ■ 

•. V^s of October 6, 1977, technical assistance contract^ 
wi-th outside sources tataling $121,300 had been approved 
from the implementation 6f the Indian Financing' Act through " 
'.October 6, 1977. However , BlA was unable to d^term;Lhe the • 
, type, extent, and total cost of management : and techpical 

assi-stance provide^d In-house. It appears that BIA provided" 
limited assistance. FOr example, of the four dej^ault guar- 
apty loans that we examined, only, one borrower was given ^ 
technical assistaftGe. BIA officials said this was minor " > 

assistance in, which the BIA acea/credit officer advised- the '^^ 
. borrower on various operational matters, such -as purchasinq . ° 

- . ■ • ■, . ^ „ f 

We reviewed -the grant program of one area dff}.<:e tha't/ 
approved 163 grants and found that" 60 of the 163 grantees 
were either out of b^siness or were having problem^. Yet, 
41' of the 60. had -^-eceiv^d no technical assistance. 

* official of <m& tribal enterprise which received 1^ - 

BIA 43irect ;.oan observed that the .technical assistance pro- 
vided vby BIA is very rudiment-ary anfl jtha-t BIA staff lacked • ' - ' - 
the necessary skills for providing roeaninqful assistance^ ' 

• . The American Indian Policy Review Commission evaluated BIS's- ' 

* ability to provide management and technical assistance and** 
\. concluded the. same thing . The Commission reports stated : 

' . ; ! - "The present Bureau of .Indian Affairs' ■ 
techjiical assistance service . is * * * inadequate 
^ for many reasons. • Personnel are not appropriate ' 

to the requirements of a .spe^cial-ized technical 
^ assistance, effort. There are no sp4cialized tech- 

., nicians within the Bureau pE 'Indi^n^fairs^to 
• provide tor the rapidly " increasing dfemand for . > ' 

specif ic. expertise in highly technical areas. The • 
depth of training and necessary experience precludes '.A 
using or retaining existing personnel, in most cases.* 
4 The pres'ent autocratic organizational structure is 
also not flexible enough- to permit technicians tp *' ' 

move quickly from area to area," ■ ' ' . 

■ i ■ ' ' ■ ' fll ■ ■* ' ■ " ' » ■ ' ■ 

In addition, the" YPO study on the Indian F.inancinq Act ' ' 
rfeported that: - * 

•-. : . ■ ♦ " . ■ ■ 



^ ' 4. °" ^^ch visit, wp heard pleas for meaningful 
. tephnical assistance arid management help. We were 
uaable to identify ahy case where th,e IFA f Indian 
^ 'Financing Act], had prbvfded effective technical as- 
• . s^stance, probably because it is available under 
A. -the IFA, Act as a .'lasf resort' ' source * * * Sudh' 
, • ass.lstance Was less '^han useful. A budding Vn- ^ 
: t«|Prise Jcannot wait for various' government ag<en- 
. cies to negotiate which one can and should' provide 
/ technical assistance." . ^ 



,BlA-officials acknowledge the problem as indica\ed in a' 
^.statement made by the alssistant director for economic, devel- 
opment in one-'^ea visited by the Y#0 team. In/a. lette'r 
V responding, to the YPO report, he said ' 

■ -. /. „•■• . ' ^ - ■ *^ ■-■ ■' ; - ■ 

= "*••* * to, provide ^ood martagement and technical 
assistance may be beyond our staff's capability. ' 

,* * We appreciate the YP0's (f6mment that tech- 
.'nical as'SIstance' is provided after considerable 
delay, .as this 'is true." - ., 



•V- .^if®;®'"^?^'*^®"^^^ to increase' tfie amount 

^nd improve the '^ality of management, and technical assdst- " 
ance^iven Indian economic enterprises'. . For ^example,-.the 
■American^ Indian Policy Review Commission : suggested in its 
report that the coatract funds available Vfroni all of the 
Th^f^^r • !^?u^^ ag^BB^es be .delivered dirlfectl* to tribes- and • 
that the^ tribes purchase ±heir^owh technical Services: ' 

LEGISLATIVE RESTRICTI ON^ rCr^F.CTtyin t ■ ' ^ ' ■ ■ 

PROGRAM AVAILABILITY ' , ■ , ; 

\L^ ^1^^^'''^'^'^^^^ 201 of the act, the Individ^ • 

xSiVln orl!^ wh^^are meiSbers or eligible for membership in an * 
o7f«?S* S ^^^^ makes'loans to its members are not ■ 

In^T^t ^"^ ^ guaranteed loan. OAI estimated*in a November ' 
, 30, 1977,^report that SO^aOO Indians were nx^t/ eligible for . 
guaranteed loans because of .their members^iip or eligibility , 
-ffij^^embershlp in tribally operated lf>an program! . ^hl ^' 
Kf^^l^o i"r*f programs could deliver 

nol lill h?^f^^2^)^f 9uarante«d prqgram and that some did ^ . ' 
not even. have sufficient resources. to meet demanda. ' 

«^^fo??i?'K^ ""^^^^ to explaintjie Rationale' behind the re-' ' 
striction^bec^use. its, legi^l^t^e history was not documented ■ 
and no, other. authotitatiye lourre c found. The Sai ' 

^t^^^ that res trie tingJndiViduals from- par tic^ 
?r?hi?'fLn gu^'^antefe^ilgil^epause 5f access to ' 

?i^A-n?«S'°^""*^ unf Ap™|ia^*y since many o% 
tnfe loan programs were not,a«ga^ve.. The report 



discussed thtei, possibility of tribes discontinuing their loan 
. programs' because of the restriction or access to the guaran- 
teed loan p-rogram. We were told by BIA of ficials that indi- 
viduals are incorporating in order to get around this restric 
tion in the law. ' ^ , 

•- ' " • ' * 

'OAI recommended that. BIA propose legislation teethe 
Congress which would elim^inate the restrictive provision in 
section ^ 201"^of the Ind^^an Financing Act. We were told by a 
BIA official that a proposal to eliminate- this restriction 
§nd othe-r legislative proposals will/ be submitted to the 
Congress in the near future. r * 



INCLUSIONS 



Defidlencies ih BIA* s;administration of the rhdian 
•Financing , Act caused the loan and grant prOgrams-feo suffer 
from ' ^ . ' ^ 

— delinquencies^ 



-loans without reasonable prospects of repayment^ 
— inadequate accounting system^/ ^ " 

— Roor analysis' oE loap^and grant applicatipnsr 



— missing^-doe^ments in loan and grant files^ 

--inadequate loan servicing by lenders/^ ' V 

short repayment terms, and , \ 

—limi-ted provision of^ technical assistance to business. 

Further , BIA had not entered intp any loan insurance agree- 
ments with lenders^and i's riot sure why lenders are reluctant 
to participate in its loan proqram. 

*The Department of the Interior 's Of f ice of Apdit and 
Investigation estimated that 300,000 Indians wereinot eligibly 
for guaranteed loans because of tfieir' membership or eligibil- 
ity for membership in tribally operated rloan programs. The 
audit off ice. was unable to explain the rationale behind, the 
restricJ:ion because the legislative history, was not documented 
and; no other authoritative sources could be foun'di 



RECOMMENDATIONS T O THE SEC RETARY 
OF THE INTERIOR 



i-u We recommend that the Secretary of the Interior direct 
the Assistant Secretary for. Indian Affairs to » 

V 

—establish specific procedures and guidelines to 

preclude making revolving fund loans to trijbal relend- 
ing organizations that have experienced continuous 
problems; 

—approve loans only when there is reasonable prospect 
of repayment; f k 

. — cprrect deficiencies in the revolving loan fund's 
automated accounting system; 

—insure that the required documentation is obtained, 
IS accurate, and is evaluated by BIA before making 
or guaranteeing loans arid grants; 

~~on!^^^i^^^^,P°^^'^y "restricting participation in the 
" ^ 5" loan program to only private lenders that 

demonstrate adequate loan-servicing capability; 

~~ino«''?=^^^'' "f?^"!''^ technical and management assist- 
ance IS promptly identified and provided; and 

-o 

-concentrate on identifying and correcting deficiencies 
in the grant computer system, including requiring that 
each^gency obtain the required information reports 
rrom its grantees. ' ^ 

The Assistant Secretary should also (1) review BIA's 
olicy of allowing lenders to require short repayment terms on 
uaranteed loans and change the policy if it is nSt co^sisten? 
ufc!::%\i°f" ^'^^^'^--^^ places In unreasonable ??nanc!al 
^r?r^^^ ^u^" applicant and (2) determine the reason 
hy ther^ave been no insured loan agreements, the lllect 
-his has' on hindering the development of Indian business 
md what action is needed to make the loan program iJa";. 

t_ECOMM ENDAT I ON_i;0_J'HE_CON(; RRgg ^ - 

f.i.J"?® C^Sngress should determine whether or not the re-' 
trictive provision in section 201 of the Indian Pi nLoTr,„ • 
reventing 300,000 individual Indians from pa McIjatJng in 
he guaranteed loan program shou^ be continued and if no J 
mend it to allow participation. ntinuea and if not. 
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ICHAPTER 4 

INDIAN BUSINESS DEVELOPMENT — MANY FEDERAL AGENCIES, 

NO FOCAL POINT - * 

' ^ . ' ■ * ■ .'^ ■ . 

Federal programs or activities for business development 
on Indian reservations ar^ scattered throUghbut various 
Federal departments and agencies. These programs have, grown 
to a point^dhHfere efforts at effectiye coordination are dif- 
. ficult. ^mited program resuLts and coordination problems . 
point towaV^ the nieed for one agency to direct and coordinate 
Federal programs for Indian business development. 

Eight Federal departments or agencies conduct 25 pro- 
grams or activities for which Indians can obtain loans, 
grantis, or technical assistance for Indian business develop- 
ment. Details -o,a, these programs are described in the fol- 
lowing, sections. ^ 

BDREAU OF INDIAN AFFAIRS . - ^ 

BIA administers ^ small promotidnal and technical \ 
assistance program to assist the various Indiaii tribes^ in 
(1) establishing new and expanding existing ihdustrial and 
co^imercial enterprises , ^( 2) developing and publicizing infor- 
mation about investment possibilities on Indian reservations, 
and (3) establishing Indian-owned enterprises . BIA spent 
$7.8"million on these efforts in fiscal years 1975-77 . 

The re^sdurces available to BIA to fund business .develop- 
t^ctivities significantly increased .with passage of the 
n Financing Act of 1974. As pointed out "in chapter 3> 
ct 

— consolidated three existing revolving loan funds /n6 
increased fjinds available for direct loans, 

—granted new guaranteed and insured loan prlQgi^ams, 

— established interest subsidies for lolhs made ^under 
the guaranteed or insured programs, 

— authorized business development grants, and ' 

— provided for management and technical assistance 
to loan or grant applicants. . 

. During" fiscal, years *1975-77, BIA spent about $106 million 
Indian Financing Act activities, 

/r 

46 . 




5e 



• DfPARTMENT OF COMMERCE ' 
Economic__Develo2n^ 

{42 q.S.C. 3121 et ses.). Urtder this act, EDA provided 

""l^d?i?Hn^f reservation economic development and 
individual project planning; t . • 

' "serSfrpS"^ !"!!^^ to improve the reservations' support 
slier svLtl^l ^^^?"'';"nity buildings, water and^^ 
more amenlhTf 'f industrial parks, to make them 
more ame.nable for economic develppment; and .. 

—investment capital to help^ finance business. 
. for''??ese1rogL'ms! ^ ^^^^^^^ ?108 million 

reservations. ^ public ^orks prpjects on 

9lU£B-2iJ^Pr ity Busint8S_RntPrjrjc^ 



-* * *, 



he repons-ibiilty^b^,.: 
►coordinate as consistent with law 'the clans 
Ihll'y.Tff T °P«"tions Of the Federal Gove?imeni 
which alfect or may contribute to tfre establishmSni- 

- L'te%'pri%1?i?' ^"^'^^^^"^^^-^"^ °^ Jnori'?y'^S^?n%"s; 

• - ^ 

OMBE, in turn, created an "Indian HaqW" j 
funds from the qeneral ombp V^^r.r.^^^i which draws 

.enterprises. An OMBE official esUmara ^h^^ ?.^5SJ^" 

that' $1.4 million will ^cSlr.ltJi^°.tV^~'^' ^® estimat^ed 
ye^r .me. be^. spent, for fc^is , purpose in fiscal 
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In addition to its program activities, OMBE provides 
staff support to the Indian .Business Development Committee, 
which is comprised of representatives from several Federal 
agencies. The activities of this' committee are discussed 
more fully on page 54* ^ \^ 

DEPARTME NT OF AGRI CULTURE 

Farmers. Home Administration v. . 
^. ' - . 

PmPA makes loans -and grants to individuals and 'communi- 
ties, including Indians; located in rural areas. These loans 
are for housing-, business 'and industries, and community facil- 
ities. Grants are given for industrifil development, water 
and sewer systems, apd technical assistance. FmEli does not 
set aside business or Industrial development funds ^specif i- 
cally for andians or any other group but does administer 
one loan program specifically' for Indians.^ This is tfie 
Indian land acquisition loan program available only to Indian 
tribes and tribal corporations. The following table /shows 
funds loaned under this progr^im. 

- F'iscal year 

^ 1975 

1976 
1977 



^ Total ^ $31 ,728,40.0 

ji/Includes transitional quarter, 
b/^s of July 1977. 

Rural DevelQpme ri t Service (RDS) . • 

RDS provides coordination, leadership, aiid information <^ 
assistance to governmental offices at all levels and to 
community groups throughouft rural America. While RDS does 
not operate programs to provide loans or ojther financial 
assistance, it does provide information and technical assis- 
tance to aid Indians in gair\ing access to program resources." 
Indian tribes and reservations can obtain rural development 
advisory assistance, program and planning review assistance, 
and similar services. Total RDS program expenditures for 
fiscal year 1978 are estimated at $1.7 million. 

In addition to the programs available through FmHA 
and RDS, the Department of Agriculture has an ''Indian desk" 
to act as a focal ppint of ail departmental activities, con- 
cerning Indians.. ^ ^ - 



Amount 

$ 9,666^000 
a/ 1Z,148,000 
b/ _9 , 914, 40 0 



The Secretary of Agricqlture Established a Spe<jlal 
Task Force for American Indian Affairs to assist the Indian 



desk in carrying out its resp 
bers were aJ>poihted from the'I 
culture; the jrask- force is 

SMALL BUSINESS ADMlNIj 



■ 5BA is authorize^ 
qualifying as small busille;! 
or economic disadvantage), 
financing on reasonable/t 



sibilities. Task force mem- 
^ Ividual agencies withih Agri- 
inactive. 



Jbo' individuals or firms 
ns which, due to social 
(n denied adequate business 
^h' normal lending sources, 



.^prises is fefirough its 
local dev^opmentfacompany ; 
ide investment 
^ trepreneur or 
fftding institution's 

also provides management 
with private firms <Jr 



> sea's financing of In 
business, economic opport 
pr other .loan progr€&iS; 
capita^ eithef by lerid^n^ « 
guwfairteeing up to' JO {)eTC^ 
loan to the business ent^xp 

and technical assisftance by t-^-vouc rxtma 

through its volunteer programs-^s^rvice Corps of Retired 
Executives (stORE), Active Corps of Executives (ACE), and 
the Small Business Institute (SBl). ^ <*na 

During the period covering fiscal years 1975-77. sba 
approved almost 700 loans totaling .over $30 million io 
American Indians. . 

DEPARTMENT OF HEALTH , EDUCATION, 
AND WE LFARE — — 

Communi ty Services AdministraHnn 

T ^^^'^ Tf"^" efforts to provide financial assistance to 

JSe 0?ll^P iJ'?"^' ^f" fF^^'i^' I^ct Program admiJistlred by 
the Office of Economic Developjp«ffrN Under the program', 

IroSiLf? ^"!^^^^ areas^ critical economic and social 
problems in urban and rural communities with high concehtra- 
niJnnf°^^°^"'=^-. ''^^^ include grailts for neighborhSSd 
planning, commercial development, housing projects, and tech- 
nical assistance, in addition, funds are available fSr social 

d^vIroLfn^^^'^n^^? business and communit? ^ 

.D^-^ing fiscal year 1977, CSA disbursed Jver 

nr^-n?;;;}®" ^" special impact grants to Indian 

organizations. 

" . . • \- . , . 
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Administration for Native Indians (ANA ) 

ANA provides financial and technical assistanp?^t6 
American Indians^ Alaskan Natives^ and Native Hawaiialris to 
increase their self-sufficiency^ ANA has provided grants to 
110 tribal organizations and 68 ufban I/idian organizations. 
Financial support is primarily to^reate an administrative 
structure a't-the tribal or local Tevel to serve as a catalyst 
fot obtain.ihg and managing a broad range of programs. 

TrainTng and technical assistance ia provided to ANA- 
gran.tees to ac<iui#fe of improve resource management capa- 
bilities and to assist in developing new resources. 

OVERVIEW OF FEDERAL PROGRAMS " 

- The following chart shows the maze of Federal programs 
involved in the delivery- of business development activities 
to Indian reservations. 



7 





PRIVATE 



INDIAN 

^SERVATIONS 




TRIBAL ORGANIZATIONS 


INDIAN-OWNko 
BUSINESS 
ENTERPRISES 


INDUSTRIAL 
PARKS 


TRIBAL 
BUSINESS 
ENTERPRISES 


, ^RESERVATIONS 



6-7 



ISINESS DEVELOPMENT ON INDIAN RESERVATIONS 




BUSINESS PROMOTION/OEVEL OPMENT 
0% EFFORTS 



LOANS-DIRECT 

A 

LdANS-GUARANTEED FEOERAL (G) 
OR INSURED (I) 

^ GRANTS- (PLAl^NING. (P) CONSTRUCT/ON fCJ 
OR tNOIAN BUStNESS DEVELOPMENT OBO) 

I TECHNICAL ASStSTANCt (TAKES THE FORM 
I OF GRANTS IN SOME CASES) 



EKLC 



62 



^RECOMMENDATION IN OUR 1975 REPgRT . . * 

% . . ' . ' ' ^ 

* » I ' 

1975 we reported to the Congress 1/ that Federal 
^^?ni^^"Sf^*=° ^^P^^^ coordination and management 
-in t'S^r^o^^tha't:''"''"^"'"' Programs. We pointed out 

"Responsibility for coordinating Federal economic 
■ - f;v«ioP»ent assistance efforts is frIgSented? It 
/ hL! ?!*^i*Hf ""Clear what roles each agency should 
/ o? thi?r «;^^"?/^?** Indian needs in the cohtext 
S tie^ Fore%"ii^^^ 

—The President has given the Secretary of Commerce 
. pSd^rf? S"®"^' the responsibility foJ^oSrStl^nSI' 
Federal programs for strengthening minority 
business enterprises, including Indian enterprises. 

^-The Congress has given the Secretary of Agriculture 
through RDS,- .the responsibility to providrieade^shi^ 
and^coordination Of the Federal GovLnment vlilorJ^ 
to develop rural areas where most Indian reserva- ( 
tions are located. v. , 

—The Congress has given the Secretary of the Interior 
through BIA, the^esponsibility for helpiSl the ' 
i?^H!!"f^^*i2 ^ standard of living from theit own 
?«n S*'^ efforts comparable to that enjoyed by 

communities. B^t BIA's 
r,esponsibility for coordinating ^11 Federal pro- 

^ ""^'^ effort h?s not been ^ 

spec tx led. " * 

^4t „ ^"4^**^ report, we recommended that the director offir^^ 

conperning Indian economic 

responsibilities of Feder«fl 
agencies and ■ , , 

• 'Inf !oo^S?£°!?f^*''^^''^ * ^^"9le agency for directing 
a"<^ c9jpJdinating program efforts. *-c«;ting 
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0MB took no iction 'sihce thit report to clarify the 
respective responsibilities of the various Federal agencies. 
0MB officials stated that they had considered establishing ' 
such a. committee to oleirify the responsibilities of the 
various Federal agencies but later decided against this. 
They took the position that coordination should talce place- 
at the reservation level. The Commissioner' of Indian Affairs 
notified OMB in September 1975 that he was taking the initia- 
tive to advise his st<vff, at both the central office and 
f ield^levels, 'that BIA^\as the, responsibility of being 
the lead agency for coorddnatiing Federal efforts for Indian 
economic development. V U 

A year later, in Septemh^er 1976, the Indian Business . 
Development C,ommitt;ee was established a§. <>ne of six committees 
of the Interagency Council for Minority Business Enterprise r 
to strengthen and facilitate the coordination of Federal 
field efforts. to develop Indian business. .enterprises. ' The 
Office Of Minority Business Enterprise in the, Department: 
ofN Commerce provides the staff support for the committee. 
Members include, OMB, SBA, the Departments *of the Interi,or; 
•Labor; Ag[r iculture; Commerce; Housing and Urban Development; 
and Health, Education, and Welfare. . . " 

• * * ^ * . ■ ' 

The Under Secretary of the-Inte^rior was designated at - 
tois first meeting to be the chairman of the conunittee./ 
Through Augu^ 1977, five cdminittee meetings were held/ 
onl^ one of which was attended by the^nder Secretary . In 
August 1977 the Under Secretary declined the committee's 
chairmanship, 'Snd since^that time the comiaittee has been^ 
without a chairman and has continued without t€)^ level 
involvement. Later, in January 1978 OMBE withdrew its 
staff support from the committee by reassi^ing the OMBE 
employee who was the committee's executive o^irector. 

At the committee's first meeting in September 1976V 

two immediate objectives were established: 

* « ■ 

—Define terms significant and relative to Indian 

enterprise development and ideatify the typ£ of field 
guidance and instructions needed to faciliJt^iVe joint 
. ^ • efforts / 

— Identify statutory or agency regulato^ry barriers 

to joint action., including common problem? and issues.. 

• In Qecember 1977, ^more than a year after the committee 
was formed, the comm^ittee's ^rbgram director informed us that 
these objectives had'not been accomplished. Instead, the 
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committee undertook the coordination of Federal effort^on 
two demonstration projects located on Indian Teservatiorts — 
.a swapping tenter in North Dakota and a convenience .center 
in New Mex icQ . ; T 

* . ' ■ 

Shoppi.ng cen^ r «V \ ^ 

•One of these projects — a shopping cfenter in North Dakota 
— Illustrates the pr<).blems associated with .coordinating 'funds 
and _ef fpiTts of vthe various Federal and other sources involved 
in Indian business development. Even though" the committee's 
program director has spent about half of his time on committee 
.activities, much of it on thi-s one ^Jroject, significant dif- 
ficulties still exist. Grant f unda^.promised to the project 
-by BIA will not be delivered, an^^nless other sources of 
capital are found, SBA loans caTiritet ,be made. This will., 
result in a comffletely new effort to secure several new- 
tenants, even though in January 1,978 the center w^s only 
2 months from being completed. • ■ 

, The project, estimated to cost about $1.4 million, 
consists of a shopping center on'an Indian reservation with 
seven stores and §hops, a bank, restaurant, and post office. 
Consrtruction started in June 1976 and is planned to be com- 
pleted and ready for occupancy by Match 1978. Construction 
funding was accomplished with a $88^000 grant from EDA and 
the remaining funds wer6 provided by a revolving fund loan 
from BIA^ , , 

/ V Plans for operation of thi center involve' lleasing -space 
to tenants, many of which- inclii^de Indian businesses. These 
businesses, in order to obtain sufficient investment capital,- 
require both BIA grants and SBA loans, with the- loan approv- 
al dependent on-receipt of the grants. " > 

- Although in January 1978 the center was only about 2 
months, from completion, it was not clear who the tenants 
-would be. Problem! were encountered in arranging financing 
for prospective Indian tenants: . 

& 

—Four prospective tenants were told that' sinqe their 
^ spouses are BIA employees, they could not qualify 

for a grant; because a Federal statute {25-U.S.C. 68) 
precludiss Federal employees from having an interest 
' or concern in any trade with Indians. 

, --Additionally, six prospective tenants had their 
loan applications (totaling $211,800) declined by 
SBA because, the businesses did not appear to have 
. the ability to repay the loans'. • 
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° . The project- encountered, a more significant ptoblem in 
December 1977, when it. was learned that there would be 

'no Bi;^, grant; funds available fqr thi,s project. At that 
time, six prospective tenants had been awaiting. BIA approval 

.,of grant applic^tit)ns totaling. $154, 600 : A tribal official 
told us he had been* informed by a BlA of f icial- that $riOO,000 
in grant funds would bje provided about Apr ii" 1978,. oendi'ng-. 
completion of a DeparTtmerit of t^he"- interior evaluation of the 
grant progt^am. .We learned Xatei;.that Interior ha*s decided " 
not to request any addition^al .funds for the grant program, 
thereby leaving BlA with no. f iftids' to honor thjL^ commitment . 
and jeopardizing Jbhe.^SBA loans that arfe being sought by 
the prpspeetive, tenants. •■ ■ - ' 



Because Of; those fundihg 'tincertginties, a tribal off i- ' 
cial told us he plans tp rei^uest, ah extension of time from 
BIA on the first loan, paynjent* . in ordgr to secure new tenants. 

OTHER STUD IES -' - ^ ■' ' / 

Other recently :.oompl.e ted. studies have also noted coordina 
tion probleias with Indian, business development. >or example: 

411^1. A re^Jort ,ori^.the^tndiaft' Financing Act by' the Young 
• Presidents^prganiiaatiion Ih April 1977 stated/ that : 

. . "*-,* *- lack of knowledge about what ^othi^^r 

agencie.s ard^bing and little coordination * 
characterize all-.lndian loan and grant programs . " 
.' . . • ■ 

, It |Eurther sfatedSytJiji^: . 

. . ' ' ., . ^ . y r ■ ' V ■ ' . 

' "* *.* . present lack of clarity, and coordination 
is a feeding giraund for irrespTonsibility and 
■■: ^. 4 - can, be valuable oniy to th'ose whose tfoal is to 
^ • take advantage- of ractured Federal structure." 

2. A May 1977 report by the-. American- Indian. Policy 
Reyiew Commission ^in a chapter entitled; "Federal 
Administration—Top Much Bureaucr^y" also pointed 
out the probl^ems of Indian progr^s being scattered 
•1?' ...through many; different Federal, agencies. ' The report ^ 
• • stated : . , . ♦ ■ . 

"* *; * there is 'a''^erious Lack of -coo'rdination 
both within and between Federal agencies. As a 
result, Indian- people often fail to re'alize many 
> of the benefits 'intended for them." 



'iv. A'- ^ ■■ '' ' ' ' \- ' ■ -'0-' 

/■j^ .0*^? report. concluded .that ' ^ , ' 

' f - J ;■• ■ ' . ' ■• ' ■'- ' ■"' ' ■' •:."',f- ■ • 

*: - "QM^r-ED'A, the Small Business Admin ist^abfionv 
> V ^ - » ^'^'3^ the BIA economic development* divisioflf^ ' s 
alcmg with 'other, economic development pro- . 
■ V ; " 9'^.3™s> should be located in a ..jingle aijehcy " V 
. . • ' , for; better. coorQinati'Oji and a m^ire'.ef f icient ■ 

•^'M ' • delivery ?of Indian economic development* budq- i 

• ,---,..et8.» ■ - ... ' - , 

CONCLUSI ONS . , • " . ■ ■■ ~ 

federal programs 'or activities -for" business'devploprtient . 
' op Indian ^reservations are scattered througKoUt various ' 
Fed^ral,^dep9rtments and .agencies. These programs have .grown . 
to a, point cWhere efforts at effective coordina^tion are di-ffiV^- 
^Hi*^*^ To resolve thus problein., in 19-75 we recommended .that « • 
.OM3 .^stabO-ish a committee on Indian affaics " to'.clar if y federal - 
Indian ^economic development retepdnsibilibi^s and .assign the 
responsibilities to a single agencf^'f.or directing -and coordi- , 
nating program^ef f orfes, 0MB did .not c implement qu'r recommenda- 
,tion and:took the position that coordination should take?^ « • 
place at the reservation leve^* The, Indian BusinessfDevelop- 
mentvComm-ittee^Yas established to .strengthen and facilitate ' 
coordination of Federal efforts to develop Indian business * 
enterprises at the field' level. - ° • *- 

. ' The CoramiHee abandoned its overalie'objectives and' 'o'on- 
cerjtrated on twp reservat.iqi»s. This effprt, however r was 
not effective in\ coordinating' Federal econijm'ic develbpnTent 
•programs;-.;-. , ' ...... * 

, This raises, a serious .question: '.If , as with the "shobpiha 
center in Nprth Dakota/ ^coordination efforts at the local " 
Xev^l f,a>l,^ even' when' a special effort is made/ and 0Mb doefe », 
to establish a commit^e-6n Indian af fairs "tV eo»rdr^ 
nate. Feiflerai Indian economic devel-opnfent ^efforts at the 
nationa; level, then' is ' it possible to ef'fectiv^ly cobrdinate ' 
Federal programs? Pr'obably it is not, and therefore , we ^ \ 
J)elieve a single agency should be cftatged with the resppn- . 
sibility and. held accountable ^or, managing Federal programs ' 
for Indian ^jusiness development. • 

• • ■,: ■ . . . ■ ■ ■ '■ \ ■ ■ .>:v 

i V The^American^ J^ndiaiv Policy Review Commission also con- 
eluded , that Federal ecpnpmic development programs should - 
be located in .a Aingle-agency f or ^better cpiSrdination and ^ ' 
a 'TOore ef-ficient delivery of Indian economic development; 




RECOMMENDATION TO THE CONGRESS 

/ .1 •• " • ■ y ■ ■ 

'-■jr.' We recommend ■ that the Congress consolidate Federal 
Indian econbmic development programs jand tol ace them in a 
aingle a'gency. This agency would be in a'^mjch better- posi- 
tion to* iihpiement our other reconjmendations . 
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